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CHAPTER I 


A STUDY IN METHOD 

MARX’S CAPITAL 


INTRODUCTION 

Capital was the culmination of Marx’s long-drawn 
rigorous efforts. What was the process of development of 
Capital? Differentiating between the method of 
presentation and method of enquiry, Marx wrote, “Of 
course, the method of presentation must differ in form from 
that of enquiry. The latter has to appropriate the material in 
detail, to analyse its different forms of development, to 
trace out their inner connection. Only after this work is 
done, can the actual movement be adequately described. If 
this is done successfully, if the life of the subject matter is 
ideally reflected as in a mirror, then it may appear as if we 
had before us a mere a priori construction.” 

In the process of enquiry, while appropriating the matter in 
detail, analysing its different forms of development, tracing 
out their inner connection, Marx had to, first of all, solve 
the problem of outlook and method. From Economic and 
Philosophical Manuscripts of 1844 to Grundrisse (1857- 
8), and to A Contribution to the Critique of Political 



Economy (1859), Marx gradually developed and perfected 
a scientific theoretical framework, and only then he became 
able to ‘ideally reflect as in a mirror, the life of the subject 
matter. ’ 

Marx himself gave ‘a few indications concerning the course 
of his own politico-economic studies so that readers could 
follow him.’ “In the year 1842-3, as editor of the 
Rheinishche Zeitung, I experienced for the first time, the 
embarrassment of having to take part in discussions on so- 
called material interests. The proceedings of the Rhenish 
Landtag (i.e., provincial assembly) on thefts of wood and 
parcelling of landed property, the official polemic which 
Herr Von Shapper, then Oberprasident (provincial 
governor) of the Rhine province, opened against the 
Rheinishche Zeitung on the conditions of Moselle 
peasantry, and finally debates on free trade and protective 
tariffs provided the first occasions for occupying myself 
with economic questions. On the other hand, at that time 
when the goodwill ‘to go further’ greatly outweighed 
knowledge of the subject, a philosophically weakly tinged 
echo of French Socialism and Communism made itself 
audible in the Rheinishche Zeitung. I declared myself 
against this amateurish but frankly confessed at the same 
time ....that my previous studies did not permit me even to 
venture any judgement on the content of the French 

tendencies.The first work I undertook for a solution of 

the doubts which assailed me was a critical review of the 

Hegelian philosophy of right.My investigation led to the 

result that legal relations as well as forms of state are to be 
grasped neither from themselves nor from the so-called 
general development of the human mind, but rather have 



their roots in the material conditions of life, the sum-total 
of which Hegel ....combines under the name of ‘civil 
society’, that however the anatomy of civil society is to be 

sought in political economy.The general result at which 

I arrived and which, once won, served as a guiding thread 
for my studies, can be briefly formulated as follows: In the 
social production of their life, men enter into definite 
relations that are indispensable and independent of their 
will, relations of production which correspond to a definite 
stage of development of their material productive forces. 
The sum-total of these relations of production constitutes 
the economic structure of society, the real foundation, on 
which rises a legal and political superstructure and to 
which correspond definite forms of social consciousness. 
....At a certain stage of their development, the material 
productive forces of society come in conflict with the 
existing relations of production ...., for the development of 

the productive forces of these relations turn into fetters. 

2 

Then begins an epoch of social revolution .” 

In his article, ‘Karl Marx, A Contribution to the Critique of 
Political Economy’, Engels, tracing the development of 
dialectical method, wrote, “This (Hegel’s) epoch-making 
conception of history was the direct theoretical premise for 
the new materialist outlook, and this alone provided a 

connecting point for the logical method, too.Marx was, 

and is, the only one who could undertake the work of 
extracting from the Hegelian logic the kernel which 
comprises Hegel’s real discoveries in this sphere, and to 
construct the dialectical method, divested of its idealistic 
trappings, in the simple shape in which it becomes the only 
true form of development of thought. The working out of 



the method which forms the foundation of Marx’s criticism 
of political economy we consider a result of hardly less 
importance than the basic materialist outlook itself.” 

Thus Capital took shape only after working out a new 
materialist outlook and dialectical method. Closely 
examining the inherent contradictions and shortcomings of 
all the existing currents of political economy - particularly 
those of Adam Smith and Ricardo - Marx developed his 
own concepts and ‘furnished answers to question the 
foremost minds of mankind has already raised’/ 

FIRST CHAPTER OF CAPITAL: DIALECTICS AND 
DIALECTICAL LOGIC 

The first question that Marx encountered while preparing 
Capital was that of its point of departure. He examined 
all possible points of departure (viz. Material production, 
population, landed property, individual and isolated hunter 
and fisherman, etc.; see Grundrisse, particularly its 
Introduction, 1857) and finally arrived at commodities, the 
‘economic cell-form of the bourgeois society.’ 4 “The first 
category in which bourgeois wealth presents itself is that of 
the commodity. The commodity itself appears as unity of 
two aspects. It is use-value, i.e., object of the satisfaction of 
any system whatever of human needs. This is its material 
side which the most disparate epochs of production may 

have in common . Now how does use-vcdue become 

transferred into commodity? Vehicle of exchange-value. 
Although directly united in the commodity, use-vcdue and 
exchange-value just as directly split apart. Not only does 
the exchange-value not appear as determined by the use- 
vcdue, but, rather, furthermore, the commodity only 



becomes, only realises itself as exchange-value in so far as 

its owner does not relate to it as use-value . 

Appropriation through sale is the fundamental form of the 
social system of production of which exchange-value 
appears as the simplest, most abstract expression.'” 5 

So the beginning itself was a dialectical materialist one. He 
made his point of departure neither any universal abstract 
category (like population, material production, etc.) nor any 
isolated ‘concrete’ category (like individual and isolated 
hunter and fisherman: point of departure of Adam Smith 
and Ricardo), but a real category having both concrete (use- 
value) and abstract (value) aspects (of material production). 
‘The concrete is concrete because it is the concentration 
of many determinations, hence unity of the diverse.’ 6 

Moreover, Marx used England as the chief illustration in 
the development of his ideas: “The physicists either observe 
physical phenomena where they occur in their most typical 
form and most free from disturbing influence, or wherever 
possible he makes experiments under conditions that 
ensure the occurrence of the phenomenon in its normality. 
In this work, I have to examine the capitalist mode of 
production, and the conditions of production and exchange 
corresponding to that mode up to the present time, their 

n 

classic ground is England.” 

In the first chapter (of Capital), Marx takes up the study of 
‘commodity’ in its contradictions: unity and struggle 
between two opposing aspects inherent in it, and their 
interpenetration. 8 



COMMODITY 

VALUE 


USE-VALUE 


+ 


Abstract labour 


Concrete labour 


Quantity of labour 


Quality of labour 


Magnitude of labour 


Substance of labour 


Exchange 


Consumption 


Commodity manifests itself as commodity only in 
exchange relation with other commodity. In the process of 
exchange, both these aspects (use-value and value) of 
commodity mutually interpenetrate: use-value becomes the 
form of manifestation of its opposite, value. Concrete 
labour becomes the form under which its opposite, abstract 
labour, manifests itself. Labour of private individuals takes 
the form of its opposite, labour directly social in its form. 

Value substance finds its form (value-form: exchange- 
value) only in exchange. 

Marx explained the dialectical motion of value-form: two 
opposing aspects (i.e., contradiction) inherent in the value- 
form - relative form of value and equivalent form of value. 

This contradiction inherent in elementary value-form 
intensifies in expanded and general value-form. And finally 



(the unity of use-value and value in) commodity separates 
into two - commodity and money. 

Similarly, he deals with the contradictions inherent in the 
money-form - the first form of capital in which it has yet 
by no means become the foundation of capital. Now, the 
commodity leads a double existence as the particular 
commodity and as money. The act of exchange, too, splits 
into two mutually independent acts: exchange of 
commodity for money (C —> M), exchange of money for 
commodity (M —*■ C). Sale and purchase. 

Just as exchange itself splits apart into mutually 
independent acts, so does the overall movement of 
exchange itself became separate from exchangers, the 
producers of commodities. Exchange for the sake of 
exchange separates off from exchange for the sake of 
commodities. A mercantile estate steps between the 
producers, an estate which only buys in order to sell and 
only sells so as to buy again, and whose aim in this 
operation is not the possession of commodities as products 
but merely the obtaining of exchange-values as such, of 
‘money’. 

‘Money in its final, completed character appears in all 
directions as a contradiction. As the general form of 
wealth, the whole world of real riches stands opposite to it. 
It is their pure abstraction. On the other side, as material 
representative of general wealth, it is realized only by 
being thrown back into circulation, to disappear in 
exchange for the singular, particular modes of wealth. It 
remains in circulation, but for accumulating individual, it is 
lost and this disappearance is the only possible way to 



secure it as wealth. To dissolve the things accumulated in 
individual gratifications is to realize them. The money may 
then be stored up by other individuals, but then the same 

process begins anew.If negated as the mere general 

form of wealth, it must then realize itself in the particular 
substances of real wealth; but in the process of proving 
itself really to be the material representative of the 
totality of wealth, it must at the same time preserve itself as 
the general form. ’ (Grundrisse) It must acquire a self- 
perpetuating, self-renewing, self-expanding form. In 
money-form it is impossible, since in its functions of means 
of purchase and of payment, it does no more than realize 
the price of commodity it buys or pays for; and as hard cash 
it is value petrified, never varying. 

Money-bags must be so lucky as to find within the 
sphere of circulation, in the market, a commodity whose 
use-value possesses the peculiar property of being a 
source of value, whose actual consumption, therefore, is 
itself an embodiment of labour, and consequently, a 
creation of value. (Capital, Vol I) 

Contradiction inherent in money-form gets resolved in 
capital-form, ‘self-renewing, self-expanding value-form’. 
Thus the dialectical motion of value-form is vividly 
explained: 

Elementary value form —> Expanded value form —> General 
value fonn —> Money form —> Capital form. 

Or, to be precise, elementary value fonn —» money form —> 
capital form. These changes in appearances are explained 
by interplay of contradictions inherent in the value-form 



itself. Contradiction inherent in the elementary and 
expanded value form is resolved in money form, and 
contradiction inherent in money form is resolved in capital 
form. 

Just as in natural science, ‘from the simple cell onwards, 
the theory of evolution demonstrates how each advance up 
to the most complicated plant on the one side, and up to 
man on the other, is effected by the continuous conflict 
between heredity and adaption’ (Engels, ‘Dialectics of 
Nature’), Karl Marx, in his critique of political economy, 
demonstrates how from the simple cell (commodity) 
onwards, the most complicated category like capital 
evolved through continuous conflict between use-value and 
value, i.e., between concrete labour and abstract labour. If 
this dialectical development of value-form is correctly 
grasped, then it becomes easier to understand ‘capital’ as a 
whole. Therefore, Marx wrote, “With the exception of the 
section on value form, therefore, this volume cannot stand 
accused on the score of difficulty.” (Preface to the first 
German edition of‘Capital’, Vol I) 

And then, Marx unearthed the contradiction inherent in the 
capital form itself. Capital (this value form) cannot self- 
expand without kicking out a part of labour power out of 
production, and the latter prevents the expansion of the 
former. 

The cycle of capitalist production: 

Recovery, boom and prosperity —> overproduction and 
slump —> crisis and depression. 



Reserve army of the unemployed. 


Contradiction inherent in capital form defies solution 
within the ambit of capitalist commodity production. 
Capital begins to decline. 

Unity inherent in commodity production is tom apart. Marx 
showed that behind the exchange-relation of commodities 
lies a social relationship. 

Self-expanding value form —> Commodity whose 

use-value possesses the peculiar property of being a 
source of value (labour power). 

I I 

Bourgeoisie —> Proletariat 


Hence, unresolved contradiction in the capital form, the 
breaking up of unity of opposites in the commodity 
production, manifests itself in class struggle between 
bourgeoisie and proletariat, in a social revolution. 

[In the elementary value form, production of value was 
subjected to the production of use-value; in the stage of 
money form, exchange value acquires a certain 
independence of its own, but it still remains overshadowed 
with production of use-values in the economy as a whole; it 
is only in the stage of capital form that value fully 
subjugates use-value.] 

Thus, Marx scientifically unfolded the process of birth, 
growth and death of commodity production. 



“But the self-contradictory resolves itself not into 
nullity, into abstract nothingness, but essentially only 
into the negation of its particular content.” (Hegel, 
‘Logic’, quoted by Engels in ‘Dialectics of Nature’.) 

The self-contradictory in capitalist commodity production 
resolves itself not in the liquidation of material production 
itself, but essentially only into the negation of the content 
of commodity production. It necessitates organisation of 
material production on a new basis with its own set of new 
contradictions. 

This whole process of commodity production is inversely 
reflected in human mind giving birth to what Marx terms 
‘fetishism of commodities’. Marx says, ‘The life process of 
society, which is based on the process of material 
production, does not strip off its mystical veil until it is 
treated as production by freely associated men, and is 
consciously regulated by them in accordance with a settled 
plan. This, however, demands for society a certain material 
ground-work or set of conditions of existence which in 
their turn are spontaneous product of a long and painful 
process of development.’ (Capital, Vol I, Chapter I, p. 84) 

Here, we have had only a glimpse of dialectics as applied 
by Marx in the critique of political economy. The ‘Capital’ 
will provide with much more comprehensive dialectical 
insight, much more ‘luminous summits’. 

Moreover, for Marx, this whole dialectical process of 
commodity economy is not ‘an abstract process of thought 
taking place solely in our heads, but a real process which 
actually took at some particular time or is taking place.’ 



While the above-mentioned dialectical process of 
commodity economy explains the development and decay 
of this economy, it does not answer when and under what 
conditions did commodity take birth - and similarly, 
money, capital, etc.? Commodity, money, capital did not 
emerge at all places (and in all societies) simultaneously. 

To answer this question, Marx analyses the particular 
conditions (geographical environment, social organisation 
of production, etc.) that make or mar the possibilities of 
such development. (‘Every product of labour is, in all states 
of society, a use-value; but it is only at a definite historical 
epoch in a society’s development that such a product 

becomes a commodity.’ ‘Capital’, Vol I, Chapter I) In 

other words, concrete analysis of concrete 
historical/physical conditions form one of the important 
aspects of Marx’s dialectical methodology. It is in this 
context that he dealt with Asiatic, or to some extent 
Slavonic, social formations which, according to him, were 
not favourably poised for the development of commodity 
economy. (He points out that commodity production 
presupposed social division of labour, but social division of 
labour does not necessarily imply commodity production.) 
Similarly, the birth-places of elementary value form do not 
necessarily become the birth-places of money form also. 
The same applies in the case of conversion of money form 
into capital form also. Capital form presupposes certain 
other particular conditions. If this materialistic perspective 
is lost, the whole dialectical movement of commodity 
economy will turn into an absolute abstract category. 
Commodity economy must be studied not in isolation, but 



in its inherent connections with physical environment and 
prevalent social organisation of production, in particular. 


Marx, in contrast to economic determinists, analysed the 
influence of political superstructure upon economic 
development (of course, within its general dependence 
upon economic conditions). He dealt in detail the drastic 
effect of legislation, a political act (‘Capital’, Vol I, 

Chapter ‘Working Day’). This aspect is there in Chapter X 
(Section 5, 6, 7) where he traces the growth of bourgeoisie. 

Overall, throughout the three volumes of ‘Capital’, Marx 
establishes a firm dialectical inter-relation between 
substance and form, essence and appearance - identity and 
difference between them. 

Substance/Essence —> Form/Appearance 

Value —> Price 

Surplus-value —> Average Profit 

Relationship between law of value and 
rate of profit, etc. 

In objective reality, substance and form have identity only 
in overall, general terms; in particular terms, they differ. In 
contrast to metaphysics, for Marx, ‘identity and difference 
are not irreconcilable opposites, rather one-side poles 
which represent the truth only in their reciprocal 
action, in the inclusion of difference within identity.’ 
(Engels, ‘Dialectics of Nature’) 



So now, we can sum up Marx’s dialectical method of study 
as follows: 


i. In studying any social phenomenon, we must, 
first of all, identify the object that constitutes the 
nucleus/cell/core of the said phenomenon. The 
particularity of this cell is that it has an 

universal appearance and it consists of both 
abstract and concrete aspects of the 
phenomenon. 

ii. After identifying such an object, we must study 
this object in its contradictions. Unity and 
struggle of opposites. Their mutual 
interpenetration. Resolution of contradiction 
inherent in it. Resolution of contradiction at 
each stage - coming into being of a new 
category and new contradiction. Process of 
development. 

iii. Process of development should be studied in 
close connection with the prevalent physical 
condition, conditions of socially organised 
production, and ideological-political 
superstructure, as well as effects of the latter on 
the former. Without it, one cannot objectively 
determine when and under what conditions, 
opposites mutually interpenetrate, and 
resolution of contradictions takes place, etc. 

iv. At each point of development, subject matter 
should be studied in its full mature, classic form. 

v. Every phenomenon has its own basic motion as 
well as immediate/transitory appearances 
(‘thing-in-itself and ‘phenomenal forms’). For 



concrete comprehension of any phenomenon, it 
is imperative to correctly grasp the identity and 
difference between ‘thing-in-itself 
(phenomenon-in-itself) and phenomenal forms 
(appearances). In real life, substance and form 
generally appear as contradictory, yet their unity 
forms the totality of the phenomenon. 

Forms —> mode of existence of substance. 

Finite —> mode of existence of infinite. 

“In fact, all real, exhaustive knowledge 
consists solely in ....seeking and establishing 
the infinite in the finite, the eternal in the 
transitory.” (Engels, ‘Dialectics of Nature’.) 


DIALECTICAL LOGIC 

Dialectical logic was one of the most significant 
contributions of Hegel. Marx had himself written, “The 
mystifying side of Hegelian dialectics I criticized nearly 
thirty years ago, at a time when it was still a fashion. But 
just as I was working at the first volume of ‘Das Kapital’, 
it was the good pleasure of the peevish, arrogant, mediocre 
....who now talk largely in cultured Germany, to treat Hegel 
....as a ‘dead dog’. I, therefore, openly avowed myself the 
pupil of that mighty thinker, and even here and there in the 
chapter on the theory of value, coquetted with the modes of 
expression peculiar to him. ...” (Afterword to the Second 
German Edition by Marx, ‘Capital’, Vol I, 1873) And in 
1914, Lenin wrote, “It is impossible completely to 
understand Marx’s Capital, and especially its first chapter 
without having thoroughly studied and understood the 



whole of Hegel’s Logic.” (Lenin, ‘Philosophical 
Notebooks’) 

Influence of Hegel’s ‘Logic’ in Marx’s writings is evident 
in his other writings as well (in the ‘Economic and 
Philosophical Manuscripts of 1844’, Marx critically 
examined both Fuerbach and Hegel. Concept of alienation 
and alienated labour.) So, first of all, we will look into 
some of the aspects of Hegel’s ‘Logic’. 

We can refer to Engels’ brief exposition of Hegel’s logic in 
his ‘Dialectics of Nature’: “We have in common with 
animals all activity of the understanding - induction, 
deduction, and hence also abstraction, analysis of 
unknown objects, synthesis, and as the union of both, 
experiment (in the case of new obstacles and unfamiliar 
situations). In their nature all these modes of procedure - 
hence all means of scientific investigation that ordinary 
logic recognises - are absolutely the same in men and the 
higher animals. They differ only in degree (of development 
of the method in each case). The basic features of the 
method are the same and lead to the same results in men 
and animals, so long as both operate or make shift with 
these elementary methods. 

On the other hand, dialectical thought - precisely because it 
presupposes investigation of the nature of concepts 
themselves - is only possible for man, and for him only at a 
comparatively high stage of development (Buddhists and 
Greeks), and it attains its full development much later still 
through modem philosophy. 



Dialectical logic, in contrast to the old, merely formal logic, 
is not, like the latter, content with enumerating the forms of 
motion of thought, i.e. the various forms of judgement and 
conclusion, and placing them side-by-side without any 
connection. On the contrary, it derives these forms out of 
the other, it makes one subordinate to another instead of 
putting them on equal level, it develops the higher form out 
of the lower.” (Engels, ‘Dialectics of Nature’) 

Making a complete break with formal logic, Hegel put 
forward his own classification of judgements which, 
according to Engels, ‘is based not only on the laws of 
thought, but also on the laws of nature.’ 

“Individuality, particularity, universality - these are the 
three determinations in which the whole ‘Doctrine of 
Notion’ (whole of the third part of Hegel’s ‘Logic’) moves. 
Under these heads, progression from the individual to the 
particular and from the particular to the universal takes 
place not in one but in many modalities, and this is often 
enough exemplified by Hegel as the progression: 
individual, species, genus.” (Engels, Ibid) This dialectical 
logical category - IPU - is applied by Marx in ‘Capital’ 
also (Marx uses the same terms). Take an example in the 
first chapter itself: 

Elementary equivalent value form - belongs to the category 
of individuality. 

Expanded equivalent value form - belongs to the category 
of particularity. 



General equivalent value form - belongs to the category of 
universality. 

This dialectical logic helped a lot in categorizing 
innumerable facts in appropriate categories, in establishing 
proper relationships among them, and giving the study a 
systematic progressive shape. Not only that, Marx 
combined in almost perfect way historical (concerning 
history of an object) and logical (concerning logical 
development of thought) categories in Capital. Prior to the 
publication of Capital, Engels mentioned about this 
combination in the following way, “The criticism of 
economy, even according to the method acquired, could 
still be exercised in two ways: historically or logically. 
Since in history, relations as a whole also proceed from 
simple to the more complex, the historical development of 
the literature of political economy provided a natural 
guiding thread with which criticism could link up, and the 
economic categories as a whole would thereby appear in 
the same sequence as in the logical development. This form 
apparently has the advantage of greater clearness, since 
indeed it is the actual development that is followed, but as 
a matter of fact, it would thereby at most become more 
popular. History often proceeds by leaps and zigzags and it 
would thus have to be followed up everywhere, whereby 
not only would much material of minor importance have to 
be incorporated, but there would be much interruption of 
the chain of thought; furthermore, the history of economics 
could not be written without that of bourgeois society and 
this would make the task endless, since all preliminary 
work is lacking. The logical method of treatment was, 
therefore, the only appropriate one. But this as a matter of 



fact is nothing else but the historical method, only divested 
of its historical form and disturbing fortuities. The chain of 
thought must begin with the same thing with which this 
history begins, and its further course will be nothing else 
but the reflection of the historical course in abstract and 
theoretically consistent form; a corrected reflection but 
corrected according to the laws furnished by the real course 
of history itself, in that each factor can be considered at the 
point of development of its full maturity, in its classic 
form.” (Engels, ‘Karl Marx, ‘A Contribution to the Critique 
of Political Economy’.) Three Volumes of Capital are the 
living illustrations of the combination of historical and 
logical categories. 

On the basis of materialist dialectics and dialectical logic, 
Marx critically examined all the currents of political 
economy - from William Petty, Physiocrats, Adam Smith 
to Ricardo. Side by side, he unmasked the utopian, petty- 
bourgeois scheme of Proudhonists. 9 Here it is not possible 
to go into these analyses. (In study, we must in general 
emphasise on reading the classics, instead of remaining 
content with some comments or notes written by other 
authors.) 

NOTES 

Karl Marx; ‘Afterword to the Second German Edition, Capital, 
Volume I’, 1873. 

2 Karl Marx; ‘Preface to A Contribution to the Critique of Political 
Economy’, 1859. 

3 V 1 Lenin; ‘Three Sources and Three Component Parts of Marxism’, 
1913. 



4 Karl Max; ‘Preface to the First German Edition, Capital, Volume I’, 
1867. In this whole Chapter, many parts of the first chapter of Capital, 
Volume I, and of some other chapters (including that of Grundrisse) 
have been reproduced. 

5 Karl Marx; ‘Grundrisse’. 

6 Ibid. 

7 Karl Marx; ‘Preface to the First German Edition, Capital, Volume I’. 

8 Based on Chapter I of Capital, Volume I. Quotations are there from 
other chapters (including Grundrisse) as well. 

9 Physiocrats considered certain kind of labour (one type of concrete 
labour) - agriculture - as the only source of wealth. Adam Smith took 
an immense step forward by bringing to the fore labour in general, 
abstract labour. 

Indifference towards specific labours corresponds to a form of society 
in which individuals can with ease transfer from one (kind of) labour to 
another, and where the specific kind is a matter of chance for them, 
hence of indifference. Not only the category labour, but labour in 
reality has here become the means of creating wealth in general, and 
has ceased to be organically linked with particular individuals in any 
specific form. 

Adam Smith conceived surplus value as follows: “....The value which 
the workmen add to the materials, therefore, resolves itself in this 
case into two parts, of which the one pays their wages, the other the 
profits of their employer upon the whole stock of materials and wages 
which he advanced.” 

But, as Marx pointed out, “He (Adam Smith) does not distinguish 
surplus-value as such as a category on its own, distinct from the 
specific forms it assumes in profit and rent. This is the source of much 
error and inadequacy in his inquiry, and of even more in the work of 
Ricardo.” 



Ricardo goes considerably further than Adam Smith. He bases his 
conception of surplus value on a new theory of value contained in 
embryo in Adam Smith. This theory of value became the starting point 
of all subsequent economic science. From the determination of the 
value of commodities by the quantity of labour embodied in them, he 
derives the distribution between labourers and capitalists, of the 
quantity of value, added by labour to the raw materials, and the division 
of this value into wages and profit (i.e., here surplus-value). He shows 
that the values of commodities remains the same no matter what may 
be the proportion of those two parts, a law which he holds has but few 
exceptions. 

The Ricardian school suffered shipwreck about the year 1830 on the 
rock of surplus-value. The two points which caused its failure were 
these: i) labour is the measure of value. However, living labour in its 
exchange with capital has a lower value than materialised labour for 
which it is exchanged. Wages, the value of definite quantity of living 
labour, are always less than the value of the product begotten by this 
same quantity of living labour, or in which this quantity is embodied. 

He could not solve this riddle; ii) According to the Ricardian law of 
value, two capitals employing equal quantities of equally paid living 
labour, all other conditions being equal, produce commodities of equal 
value and likewise equal surplus-value, or profit, of equal quantity in 
equal periods of time. But if they employ unequal quantities of living 
labour, they cannot produce equal surplus values, or equal profits. Now 
in reality the opposite takes place. He could not solve this riddle also. 

In the first case, he could not identify labour-power as a commodity. 

In the other case, he failed to get to the concept of average profits. 

References (for detailed study): Karl Marx; ‘A Contribution to the 
Critique of Political Economy’, 1859; ‘Grundrisse’; ‘Capital’, Volumes 
I, II and III; Frederick Engels; ‘Preface to the English Edition of Das 
Kapital’, Volume I, 1886; ‘Preface’, ‘Capital’, Volume II, 1885; 
‘Dialectics of Nature’. 



CHAPTER II 


POLITICAL ECONOMY AND INDIA 


THE END OF SCIENTIFIC POLITICAL ECONOMY 

Regarding the development of‘scientific political 
economy’, Marx wrote in the ‘Afterword’ to the second 
German edition of Capital (Volume I), “Political economy 
can remain a science only so long as the class struggle is 
latent or manifests itself only in isolated and sporadic 
phenomena. Let us take England. Its political economy 
belongs to the period in which the working class was as yet 
undeveloped. Its last great representative, Ricardo, in the 
end, consciously makes the antagonism of class interests, of 
wages and profits, of profits and rent, the starting-point of 
his investigations, naively taking this antagonism for a 
social law of Nature. But by this start, the science of 
bourgeois economy had reached the limits beyond which it 
could not pass. Already in the lifetime of Ricardo, and in 
opposition to him, it was met by criticism, in the person of 

Sismondi .In France and in England the bourgeoisie had 

conquered political power. Thenceforth, the class struggle, 
practically as well as theoretically, took on more and more 
outspoken and threatening forms. It sounded the death- 
knell of scientific bourgeois economy. It was thenceforth 
no longer a question of whether this theorem or that 



was true, but whether, it was useful to capital or 
harmful, expedient or inexpedient, politically dangerous 
or not. In place of disinterested inquirers, there were 
hired prize fighters, in place of genuine scientific 
research, the mad conscience and the evil intent of 
apologetic.” 

THE CASE OF INDIA 

In our country, following factors impeded the development 
of a ‘scientific political economy’: 

i. Indian capitalism developed at a time when 
Britain itself was in a period of transition from 
the stage of‘free competition’ to that of 
‘monopoly’. In the sphere of economic writing 
also, in place of disinterested inquiry, vulgar 
economy was prevailing there, and this vulgar 
economy found an easy passage to India as well. 

ii. Colonial rule in India was facing periodic 
outbursts of the Indian masses, and hence, 
British rulers, by every means, discouraged and 
prevented any scientific pursuit. 

iii. Well-entrenched semi-feudalism with all its 
manifestations (caste and religious prejudices, 
superstitions, etc.) backed by a mighty colonial 
power of the British acted as a great barrier in 
the development of rational thinking. 

iv. As a reaction to British colonialism, national- 
chauvinism restricted critical examination of 
Indian history. 

v. Since identity of interests between Socialism 
and national liberation movement was a strong 



objective reality, Indian freedom movement, 
too, came in contact with Soviet Russia at 
different levels, despite anti-Sovietism existing 
in a section of the leadership. Imported vulgar 
economy combined with certain isolated (and 
hence, dead) aspects of Socialism gave birth to a 
typical economic thought (creating considerable 
confusion among revolutionary democratic 
circles). 

vi. Predominant peasant population kept alive 
popular myths and false notions of peasants’ 
prosperity within the village system itself. 
Various types of peasant utopias often get 
reflected in economic literature. 

Differences on the character of Indian bourgeoisie may 
remain, but it is a fact of life that Indian bourgeoisie failed 
to produce any scientific political economy overcoming 
these impediments. 

POINTS OF DEPARTURE 

While studying Indian capitalism, what have been the 
points of departure of various economic writers? 

In the colonial period, Dadabhai Naoroji made the ‘drain 
of wealth’ from India (to Britain) his point of departure. 
Incidentally, this economic nationalism coincided with the 
interests of finance capital, as the ‘drain theory’ made its 
target of attack such aspects of colonial economy which 
were fast getting relegated to the second position, and the 
new finance bosses were themselves contemplating about 
checking ‘this drain’ to some extent, and about increasing 



the productive potential of India. Pressure on rent reduced 
and the British themselves encouraged a little bit 
industrialisation of India during and after the First World 
War (1914-18). Perhaps, after the war, no one heard much 
about the ‘drain theory’. 

Import and excise duties - for M N Roy (1926), these 
were the points of departure. So, when (after the World 
War I) the British rulers abolished excise duty (while 
retaining the import duty) he concluded that relation 
between British imperialism and Indian bourgeoisie had 
turned from antagonistic to non-antagonistic one. In one 
sense, this was the continuation of Naoroji’s thesis. 
Paradoxically, at the same time, Leon Trotsky too made 
China’s state customs dependence on the imperialist 
countries his point of departure in his theses on China (J V 
Stalin, ‘The Revolution in China and the Tasks of the 
Communists’, May, 1927). 

Can landed property be the point of departure in our 
country? Marx says, “Within the system of bourgeois 
society, capital follows immediately after money. In 
history, other systems come before, and they form the 
material basis of a less complete development of value. Just 
as exchange value here plays an accompanying role to use- 
values, it is not capital but the relation of landed property 
which appears as its real basis. Modern landed property, on 
the other hand, cannot be understood at all, because it 
cannot exist without capital as its presupposition and it 
indeed appears historically as transformation of the 
preceding historic shape of landed property by Capital so as 
to correspond to capital.” (Grundrisse, Notebook II, 



Chapter on Money, Page 252). What is the case in India? 
What is the relation between finance capital, capital and 
landed property in India? Does not it seem that both the 
situations mentioned by Marx do not really fit in our 
conditions? We have with us a quite new problem, and we 
shall deal with it in our study ahead. 



CHAPTER III 


DIFFERENT SCHOOLS OF THOUGHT 


INTRODUCTION 

There have been many schools and branches of study 
relating to the origin and development of Indian capitalism. 
A few theoretical frameworks (and models) have been 
advanced and, obviously, in our present study we intend to 
examine these frameworks in order to develop and perfect 
our own analytical method. (Needless to say, there also 
exist numerous fact-based descriptive, statistical, sector- 
wise and regional research studies concerning Indian 
economy, particularly Indian capitalism. First, these 
studies, too, follow certain paradigms. Second, some of 
these partial studies tend to draw general/universal 
conclusions. And third, despite their partialities or one¬ 
dimensional drawbacks, they provide valuable information 
and materials regarding different sectors and regions of our 
economy which help us in our comprehensive research and 
study as well.) 

Here we intend to look into the following schools of 
thought: 

1. THE DRAIN THEORISTS: Justice M G Ranade, 
Dadabhai Naoroji, Ramesh Chandra Dutt, etc. 



Bipan Chandra characterizes this theory as 
‘economic nationalism’. 

2. SOCIALIST SCHOOL: Dr Ram Manohar Lohia. 

3. LEFTIST OR MARXIST SCHOOLS (Various 
streams): i) Rajni Palm-Dutt, Pavlov and other 
Soviet academicians, Bipan Chandra, etc. Many 
contemporary Marxist writers base their studies on 
the basic formulations of these theoreticians; ii) A R 
Desai and other Trotskyite writers; iii) Kalecki-Raj 
theses; iv) Marxist-Leninist writers (T Nagi Reddy, 
Suniti Ghosh, etc.). 

We will concentrate our present study on the genesis of 
capital in India. Once the basic characteristics of Indian 
capital are grasped, it would be easier to understand its 
motion in subsequent periods. 

So far as the question of methodology is concerned, Radha 
Kamal Mukherjee, Dhurjati Prasad Mukherji and D D 
Kosambi had made valuable contributions towards the 
study of Indian capitalism. Although we are not including 
their writings in our present study, our critique of various 
methodologies will naturally include the methods adopted 
by them too. 

1. THE DRAIN THEORISTS 

Justice Ranade, Dadabhai Naoroji, Ramesh Chandra Dutt, 
etc. (Although differences exist among them, yet they can 
be broadly brought within the ambit of a single school.) 

In 1892, Justice Ranade delivered his classic address on 
‘Indian Political Economy’ at the Deccan College, Pune. 



In his address, probably for the first time, he brought 
forward the concept of‘Indian Political Economy’. The 
basic postulates of this concept are as follows: 


i. Classical economics (of Adam Smith, Ricardo, 
etc.) was the product of specific conditions of 
England and the claim that the postulates of 
classical political economy were universally 
and absolutely and demonstrably true for all 
times and places and for all stages of economic 
development was far from true. In fact, they 
were true of no existing society. In particular, 
they had hardly any validity in a backward, 
stagnant agricultural country like India where 
not competition but status and custom and 
tradition ruled. 

ii. Secondly, the past practice of British statesmen 
and the contemporary practice of other nations 
did not at all conform to the percept or 
assumptions of classical economics. As a matter 
of facts, even in India, the British did not strictly 
adhere to this percept in giving guarantees to 
railways and help to plantation industries or in 
claiming state ownership over land or in trying 
to preserve through legislation petit culture by 
tenants. 

iii. Thirdly, the scientific claims of classiccd 
economics had been seriously questioned by 
European and American economists and were 
under attack even by severed English 
economists, and moreover, some of the classiccd 
economists themselves had been at pains to 



avoid making claims of absoluteness and 
universality for their science. 

iv. Fourthly, classical economics might at the most 
explain static economic conditions but could 
hardly cope with the processes of dynamic 
economic development. 

v. Keeping all these factors in view, the 
conclusion was inescapable that the principles 
or laws of economics were not abstract and 
universal like those of physics and 
mathematics but were relative and historically 
conditioned and derived; they differed in time 
and space. Hence, the specific stage of 
economic development of a people and not 
abstract economic theories should be the 
decisive factor in determining economic 
policies for a country. 

Ranade wrote, “Theory is only enlarged practice. 
Practice is theory studied in its relation to proximate 
causes. The practice is pre-determined by the theory 
which tests its truth, and adopts it to different 
conditions by reasons of its grasp of the deep-seated, 

permanent, and varied basal truths.Adam Smith 

never separated economical from social considerations, 
and thus occupied a position of advantage, which his 
successors gave up by their too absolute assertion of his 
doctrines.” 

In course of time, Ranade’s critique of classical economics 
led to the foundation of ‘Indian’ school of political 



economy. G V Joshi, R C Dutt, G Subramaniya Iyer mainly 
followed the theoretical framework of Ranade. 


THE DRAIN THEORY: It was in his paper ‘England’s 
Debt to India’, read before a meeting of the East India 
Association, London, on 2 nd May, 1867, that Dadabhai 
Naoroji first put forward the idea that Britain was 
extracting wealth from India ‘as the price of her rule in 
India’, that ‘out of the revenues raised in India, nearly one- 
fourth goes clean out of the country, and is added to the 
resources of England’. He further developed this theory in 
his book ‘Poverty and Un-British Rule in India’. In what 
form does this drain take place? 

i. According to Naoroji, the most important 
constituent of the drain was the remittance to 
England of a part of their salaries, incomes, and 
savings by English civil, military, and railway 
employees, lawyers, doctors, etc., and the 
payment in England by the Government of India 
of the pensions and furlough allowances of the 
English officials. In other words, the drain was 
in part the result of the inordinate employment 
of Europeans in Indian administration, army and 
railways. 

ii. Another major fountainhead of the drain from 
India was that of the Home charges of the 
Government of India or the expenditure incurred 
in England by the Secretary of State on behalf 
of the Indian Government. The Home charges 
consisted of payment of interest on the Indian 
public debt and the guaranteed railways, the cost 



of military and other stores supplied to India, 
and the civil and military charges paid in 
England on account of India, including the cost 
of Secretary of State’s establishment at the India 
Office and the payment of pensions and 
allowances to European officials of the Indian 
Government. 

iii. The third major source of the drain was the 
profits of private foreign capital invested in 
trade or industry in India. 

iv. Remittances for the purchase of British goods 
for the consumption of British employees, as 
well as the purchase by them of British goods in 
India. 

According to Dadabhai, the external drain described above 
had its counterpart in an internal drain - the transfer of 
purchasing power through taxation from the poverty 
stricken rural masses to the richer urban centres. The 
transferred amount, barring a certain leakage by way of 
affluent consumption in the urban areas, formed the 
unrequited exports which made up the external drain. Since 
the transfer of Indian administration from the East India 
Company to the British Crown, Dadabhai pointed out, 
public expenditure had increased from £ 32 million (in 
1856) to £ 49 million (in 1870-71). A substantial part of 
this increased expenditure was being met by increasing the 
tax on salt - a highly regressive form of taxation. 

According to his calculations, nearly 75% of the tax 
revenue of the Government of India was derived from 
sources that impinged on the poor masses of the country. 



Due to this drain, India faces shortage of capital and 
loss of people’s purchasing power. Under these 
circumstances, one cannot think of India’s 
industrialisation.’ Then, what is the way out? The 
scarcity of capital can be compensated by inflow of 
British capital. But the inflow of British capital at that 
time was only a part of India’s own wealth drained 
earlier - that cannot be called genuine capital inflow. 
Moreover, if private British capitalists themselves invest 
in India, benefits accruing from such investment, too, 
will go out of the country, and hence problem of paucity 
of capital will remain as usual. Then? 

According to Ranade, this problem of‘want of capital’ had 
two aspects : a) the scarcity of accumulated capital and 
current savings, due to the absence of peace and security in 
the immediate past, the extreme poverty of the people, 
which made general savings very difficult if not 
impossible, the social institutions and religious ideals of the 
Hindus, which encouraged ‘subdivision and not 
concentration of wealth’, the heavy state taxation which cut 
deep into the pockets of the people, and the economic drain 
of wealth, which carried away to a foreign land a large part 
of the potential savings of the community; b) the failure of 
modem industry to attract and mobilise the existing 
scattered capital resources of the country. The latter aspect 
was in turn the inevitable result of the existing lack among 
the moneyed classes of mutual confidence in working 
together. Moreover, according to them, there was want of 
adequate credit organisations, like modern banks, through 
which alone the small savings of innumerable investors 
could be canalised into the capital-starved, modem 



industries. The inability of the large-scale industries to 
attract capital resulted partly from the fact that Indian 
capital was un-enterprising and unwilling to take risks 
(Joshi, Ranade). 

They pleaded for better organisation of credit through the 
use of modem banks, insurance companies, etc., so that 
‘the small, scattered and lifeless atoms of wealth’ might be 
transformed into ‘ organised and living capital capable of 
infinite expansion ’ (G Subramaniya Iyer). The measure 
they stressed most was of combining individual efforts by 
adopting the capitalist institution of joint stock companies, 
which had proved very successful in the western countries. 
Another favourite step that they emphasised was that of 
state aid and encouragement. Moreover, they exhorted 
the zamindars and princes, as being the only rich people in 
India, to come forward to finance the growing large scale 
industries of the country. They demanded spread of 
technical education, too. 

Since scarcity of indigenous capital and its shyness or 
reluctance to venture into new fields limited the scope of 
India’s industrial development, and at the same time, 

British capital not being completely absorbed in its 
homeland, was seeking fresh channels for investment. One 
view was that this foreign capital should be employed to fill 
lacuna in India’s economic growth and act as a powerful 
liver of industrialisation. Initially as the railways and 
canals, mines , plantations, and modem industries made 
their advent under foreign patronage, there was not much 
opposition in the country to the influx of foreign capital. 

But soon some opposition developed. Essentially these 



theoreticians were against foreign capitalists operating in 
India, not against foreign capital as such. ‘ There is a 
world of difference between the development of a country 
with help of foreign capital and the exploitation of its 
resources by foreign capitalists .’ Dadabhai wrote, ‘ India 
sorely needs the aid of English capital, but it is English 
capital that she needs, and not the English invasion to 
come also and eat up both capital and produced... ‘If India 
is to be regenerated by England, India must make up its 
mind to pay the price.’ He advised England to adjust its 
financial relations with India and to increase the production 
of the country so that it might be enabled to meet the cost 
of British rule and bear the drain without 
impoverishment. In 1870, he asked the British to repair 
the impoverishing effect of a foreign rule by the 
importation of large foreign capital. If sufficient foreign 
capital is brought into the country, and is carefully and 
judiciously laid out ....all the present difficulties and 
discontent will vanish in time. 

The Indian capitalists possessed neither enough capital to 
start most of the new large-scale industries and mining and 
transport undertakings nor adequate credit in foreign capital 
markets to be able to borrow adequate funds. How could 
the foreign capitalists, then, be prevented from coming over 
to India in person and taking permanent possession of most 
of the industrial field? The drain theorists came up with the 
novel answer to this problem, namely, the nationalisation. 
Dadabhai wrote in 1881, ‘Now, under the peculiar 
circumstances of India’s present prostration, state 
works would be, no doubt, the best means of securing to 
India the benefits of English capital. The plan by which 



India can be really benefitted would be that all kinds of 
public works or mines, or all works that required 
capital, be undertaken by the state with the English 
capital and Native agency, with so many thoroughly 
competent Europeans at the head as may be absolutely 
necessary.’ They emphasised the need of state 
intervention and protective tariff on selective basis to 
check unnecessary imports. 

To check drain of wealth, one of the major demands of 
these theorists was Indianisation of Indian civil services (so 
that remittances of funds outside India by British 
employees could be checked). Naoroji wrote, 

‘Simultaneous examinations in India and England for the 
civil service and fair competition for the un-covenanted 
and subordinate services were in themselves sufficient 
conditions for making India prosperous.’ 

Moreover, they campaigned for lessening the burden of 
rent on tenants and on stabilising the tenant system (R 
C Dutt). 

In a nutshell, the solution that the drain theorists offered 
was as follows: 

1. Indianisation of civil services (at that time, it was 
their chief demand), ultimately the demand of self- 
government. 

2. Active collaboration of foreign capital (and not of 
foreign capitalists in person) with native capital. 

3. Active state participation/intervention in economic 
affairs (including selective tariff on imports). [One 
of the first acts of R C Dutt after becoming the 



revenue minister of Baroda was to promise in 
November 1904 to help the private enterprises for 
opening new industries.] 

4. Establishment of modem credit institutions (and 
insurance companies). 

5. Formation of joint stock companies. 

6. Consolidation of tenancy (to increase purchasing 
power of the peasantry). 

7. Spread of technical education. 

8. A section of these drain theorists (particularly 
Ranade, alongwith some other reformers like the 
Gaekwad of Baroda) emphasised on the necessity 
of undermining the Brahmanical social system in 
order to release the forces of regeneration in 
Indian society). 

If still drain takes place, then it is the price India must pay 
for its modernisation under British rule. 

[The Government of India gradually took some steps in the 
above-mentioned direction. Separate imperial department 
of Commerce and Industry was created in 1905. Following 
the recommendations of Indian Industrial Commission, 
government policy towards tariffs, stores, technical 
education, state aid etc., after 1918, went a long way to 
satisfy those demands. After that the demand of self- 
government gradually grew in importance. 

In 1855 Dadabhai became partner in the commercial firm 
of the Camas, the first Indian firm to be established in 
Fondon. In 1869, he started his own concern under the 
name of Dadabhai Naoroji and Co. Ranade played an 
important part in the origin and growth of the cotton and 



silk spinning and weaving factory, the metal manufacturing 
factory, the Poona Mercantile Bank, the Poona Dyeing 
Company, and the Reay Paper Mill, all set up at Poona.] 

Reference Books: a) ‘Essays’ by M G Ranade; b) ‘The Rise 
and Growth of Economic Nationalism in India’ by Bipan 
Chandra; c) ‘Poverty and Un-British Rule in India’ by 
Dadabhai Naoroji; d) ‘Economic History of India’ by R C 
Dutt; e) ‘Desher Katha’ by Sakharam Ganesh Deuskar 
(1904) and some other books on Indian economy of the 
concerned period. 

2. RECOMMENDATIONS OF THE INDIAN 
INDUSTRIAL COMMISSION 

i. That in future the government must play an active part in 
the industrial development of the country. 

ii. That India produces all the raw materials necessary for 
the requirements of a modem community, but is unable to 
manufacture many of the articles and materials essential 
alike in times of peace and war. Therefore, it is vital for the 
government to ensure the establishment in India of those 
industries whose absence exposes us to grave danger in 
event of war. 

iii. That modem method should be introduced in agriculture 
so that labour now wastefully employed would be set free 
for industries. 

iv. That the policy of laissezfaire in industrial affairs, to 
which the government clung so long, should be abandoned. 



v. That the establishment of industrial banks should be 
encouraged by means of government financing, if 
necessary. 

vi. That the necessity for securing the economic safety of 
the country, and the inability of the people to secure it 
without the cooperation of the government, are apparent. 
Therefore the government must adopt a policy of energetic 
intervention in industrial affairs. 

Sometime later, under Montagu-Chelmsford reforms, 
following measures were taken: i) modification of the 
control of Indian government by the British Parliament; ii) 
the creation of central and provincial legislatures with an 
elected majority; iii) extension of franchise to include the 
entire bourgeoisie; iv) increase of the number of Indian 
members of the Viceroy’s Executive Council (and 
appointment of Indian ministers to the provincial governors 
in addition to executive councillors, both English and 
Indian); v) transfer of local self-government to the Indians; 
vi) opening of the higher positions in civil services to 
Indians; etc. 

Montagu-Chelmsford report recognised that ‘English 
theories as to the appropriate limits of the state’s activity 
were inapplicable to India’ and recommended that ‘if the 
resources of the country were to be developed, the 
government must take action’. 

3. DR RAM MANOHAR LOHIA 

‘Marxian picture of capitalism is a picture of western 
Europe. Later American and Japanese capitalism too were 



incorporated. The dynamism of capitalism is sought to be 
explained through the interplay of conflict between 
labour and capital only. The capitalism of Marx is a 
self-moving capitalism of western Europe which affects 
outside world in a tremendous way, although its law of 
motion is totally internal. 

Western European capitalism cannot be conceived 
without colonialism. Marxists do not give due 
importance to this factor. The dynamism of capitalism 
can be correctly understood if we take into account not only 
the conflict between labour and capital, but the conflict 
between empire and colonies as well. But in Marxist 
studies, the latter remains in periphery only. 

It is misleading to say that productivity of labour is higher 
in capitalist countries of Europe. Rather, the modem 
machines in Europe are themselves the product of 
barbarous colonial exploitation. They are essentially 
accumulated colonial labour. In other words, we can say 
that ghosts of millions of colonial labourers are operating 
the machines in imperialist countries. Due to this 
misleading notion of higher productivity of labour, unequal 
exchange is flourishing. Labour of 20 million people of our 
country is exchanged with the labour of one million people 
of Britain. 

Hence, necessity of a new definition. Average world 
production per worker should be determined. To the 
extent the income of any worker is below this average 
world production per worker, he creates surplus value. 



Colonies should be the centre of revolution (Marx thought 
that capitalist countries would become storm-centres of 
revolution).’ 

According to Dr Lohia, American capitalism is somewhat 
different. It had no colonies as such. American economy 
has a unique self-reliant character. Theoretically it is 
possible that America can rejuvenate colonial economies, 
and in that process it can expand itself, too. In the end, he 
positively brings out the necessity of Indo-US 
collaboration. 

Reference book: ‘Arthashastra Marx Ke Aage’ (Economics 
Beyond Marx) by Dr Ram Manohar Lohia (1942). 

[However, colonies too have their role in the growth of 
American capitalism. And how can one forget the role of 
direct slavery! “Direct slavery is just as much the pivot of 
bourgeois industry as machinery, credit etc. Without 
slavery you have no cotton; without cotton you have no 
modem industry. It is slavery that gave the colonies their 
value; it is the colonies that created world trade, and it is 
world trade that is the pre-condition of large-scale 
industry.” (Karl Marx, ‘The Poverty of Philosophy’) 

Note the year of Dr Lohia’s book (1942). That year, US 
technical mission was on a visit in India.] 

4. RAJNIPALM-DUTT 

Colonial rule in India can be divided in three periods - the 
first being the period of mercantile capital (up to 1813), the 
second that of industrial capital (up to the latter half of the 



19 th century), and third of finance capital (beginning at the 
end of the 19 th century). 

In the early twentieth century, India’s importance as market 
for British manufactured goods declined. In contrast, 
inflow of British capital in India grew in importance. In 
1933, British capital investment in India was 1000 million 
pounds - roughly one-fourth of British capital investment 
the world over. 

In the initial years of their rule, British rulers historically 
played a revolutionary role in India - they fought against 
obscurantist feudal forces. That was a period of daring 
reforms. They represented the spirit of emerging capitalists 
of that period. Old reactionary rulers were their main 
adversary. Even the progressive elements of Indian society 
(like Raja Ram Mohun Roy) openly commended the role of 
British rulers and considered them as supporters of progress 
in India. 

The revolt of 1857 was basically the revolt of old 
obscurantist feudal forces. After that revolt, and 
particularly in the period of finance capital, British policy 
underwent a radical change. Now they emphasised on 
enlisting the support of reactionary forces. Gradually their 
relation with new-bom Indian capitalists became 
antagonistic. Since British capitalism itself entered the 
reactionary phase, its progressive role in India too came to 
an end. 

In the latter half of the 19 th century, Indian bourgeoisie 
came to the fore (particularly in the textile industry). Now 
the task of confronting the mighty power of reactionary 



British capitalism fell on their shoulders. The basic 
economic struggle between Indian bourgeoisie and British 
imperialists found its expression in 1882 when under 
pressure of Lancashire, import duties on British cloth were 
abolished. Three years later, Indian National Congress was 
formed. 

(For details, see ‘India Today’ by Rajni Palm-Dutt.) 

5. VI PAVLOV 

‘The enrichment of some merchants and bankers as well as 
landlords should be seen as a premise for the formation of a 
capitalist sector in the future. The sad experiences of those 
who made attempts to start industrial enterprises in ship¬ 
building, coal mining, iron-making, and even in the 
processing of indigo, show that there were no objective 
economic or political conditions for the formation of a 
national capitalist industry in India of that period. For the 
cash accumulations of the Indian propertied classes to be 
materialised in the means of capitalist production, there 
was need of a new situation, and this after the Great 
Uprising entailing changes in the land-tax policy, railway 
construction and the start of India’s conversion into a 
sphere of British capitalist investment. 

The formation of a capitalist sector in India began without a 
number of key premises for the new formation. In the 
social and institutional sphere, society was not purged of 
the inert elements of the traditional structures, whose links 
were weakened or disrupted but not broken, while the 
prerogatives of the relevant institutions were largely 
reduced or restricted, but not eliminated. In the sphere of 



ideology, rationalism did not become even a superficial, 
elitist philosophical trend, while fideism continued to reign, 
even if in different forms, in every section of society; there 
was no change in the claims to material and spiritual goods, 
but many sections had to be satisfied with less. In the 
theoretical and applied sciences, and in the arts, there was 
no fundamental change in the cognition and comprehension 
of nature, society and man; the great achievements of the 
past were dogmatised and became the highest standard. In 
the sphere of technology, there was no systematic or 
purposeful transformation of implements, no changes in the 
methods and organisation of labour; both exploiters and 
exploited maintained the traditional attitude to work. 

The absence of the key premises of the genesis of 
capitalism in India or their immaturity ruled out any 
spontaneous movement of this mode of production to the 
level of a sector, let alone one that was formationally 
definitive. But in the second half of the 19 th century, the 
state in a number of countries which, like India, were late 
in entering upon the capitalist path, set about actively to 
shape a system of its premises which had not taken shape in 
the course of spontaneous historical development. Some of 
this work in India was done by the British regime, 
including the establishment of some administrative 
centralisation with a police ‘law and order’, railway 
construction and the beginnings of modern education and 
publishing. But these measures lacked the most essential 
elements without which the separate undertakings did not 
amount to the complex change in the whole of society. 
Moreover, the British regime, by maintaining and even 
supporting stagnation in such key aspects of India’s social 



life as agrarian relations, the caste system, religious and 
communal disintegration, the raja’s status, etc., tended to 
conserve pre-capitalist inertia in the social being of the vast 
majority of the Indian population. That is why, the 
labouring sections suffered not so much from the genesis 
and development of capitalism as from the inadequacy, 
incompleteness and deformation of these processes.’ 

(V I Pavlov, ‘Historical Premises for India’s Transition to 
Capitalism’, 1979.) 

6. MICHAL KALECKI-K N RAJ 

In a paper published in 1964, Kalecki (a Polish economist) 
used the term ‘intermediate regimes’ to describe 
governments in which the lower middle class and the rich 
peasantry could be identified as performing the role of the 
ruling class. In the past, he observed, whenever social 
upheavals brought their representatives to power, they had 
invariably served the interests of big business often allied 
with the remnants of feudal system. However, certain 
conditions had emerged recently in many underdeveloped 
countries which made it possible for them to play a 
different role. The specific conditions he cited were the 
numerical dominance of the lower middle class at the time 
of achievement of the political independence of these 
countries, the extensive involvement of governments in 
economic activity, and the availability to them of credits 
from socialist countries. Given these conditions, the state 
could perform the role of ‘dynamic entrepreneurs’, and 
promote ‘a pattern of amalgamation of the interests of the 
lower middle class with state capitalism’. Kalecki also 
noted the conditions that had to be fulfilled for intermediate 



regimes to remain in power. They would have to gain a 
measure of independence from foreign private capital, carry 
out land reforms, and assure continuous economic growth. 
The pressures exerted by imperialist countries in support of 
foreign private capital could be resisted with the help of 
credits obtainable from socialist countries. Land reforms, 
even if open to evasion, could be used at least to deprive 
the feudal landlords of their strong position in political and 
social life. The intermediate regimes would then be able to 
promote economic development using the public sector as 
its main instrument. This would be highly advantageous for 
the lower middle class and the rich peasants. K N Raj 
highlighted the relevance of Kalecki’s theses in Indian 
conditions (in his R R Kale memorial lecture in 1973). 

7. A R DESAI 

Historically, Indian capitalism emerged at a time when 
capitalism as a worldwide social system had already 
entered the period of decline and decay. It had a very weak 
technological base, organic composition of capital was very 
low, and due to very weak purchasing power of the 
poverty-stricken masses at home and tough competition 
abroad, its internal and external market was very limited. 
The same situation still exists. 

Indian bourgeoisie is closely interlinked with semi-feudal 
landlords. Its monopoly structure is more based on 
financial speculation than on sound industrial base. Due to 
the peculiar caste structure of Indian society, Indian 
bourgeoisie is, to a great extent, composed of some 
particular castes/communities of some particular areas. Due 



to all these factors, it betrays certain peculiar psychological 
traits. 

In contrast to the bourgeoisie of earlier periods, Indian 
bourgeoisie is shy and compromising. It does not possess 
the qualities of organising a mass revolutionary movement. 
It cannot fulfil the democratic tasks of abolishing 
feudalism, of re-organising national economy, of solving 
the nationality problem, of democratising social 
institutions, of creating a modem rationalist culture, etc. 
Only socialist transformation of society can accomplish the 
tasks of bourgeois democratic revolution. 

(For details, see ‘Social Background of Indian Nationalism’ 
by A R Desai.) 

8. BIPAN CHANDRA 

The basic hypothesis is that the Indian capitalist class had 
developed a long-term contradiction with imperialism 
while retaining a relationship of short-term dependence on 
and accommodation with it. 

From the middle of the 19 th century and especially after 
1914 an independent capitalist class developed in India. 
From the beginning it possessed one independent 
characteristic: in the main, it did not develop an organic 
link with British capitalism, it was not integrated with 
foreign capital in India. Indian capitalists during the 20 th 
century were not in the main middlemen between the 
British capitalists in Britain or India and the Indian market. 
Even when some of their progenitors started out from about 
the middle of the 19 th century as traders between Britain 



and India or between India and the Far East, they traded on 
their own account, under their own financial steam, often in 
competition with British trading firms, and seldom as their 
compradors. Nor did the overwhelming majority of the 
Indian industrialists develop as junior partners of British 
entrepreneurs in India. At no stage was the main body of 
the Indian capitalist class subordinated to foreign capital, 
industrial or financial. Nor did the Indian industrialists 
depend for finance on British finance capital. In fact, Indian 
industrial and finance capital developed in keen 
competition with British capital; and one of the major 
Indian complaints was the failure of British-controlled 
banks to finance Indian industry. This lack of collaboration 
was, of course, also due to the fact that the British 
capitalists, having their own direct and well-established 
administration in India, did not need an indigenous 
mediating class as was the case in the 18 th century India 
and in China in the 19 th and 20 th century. 

Thus the Indian capitalist class did not, for its economic 
existence, depend on foreign capital. And not being so ‘tied 
up’, it did not become an ally of British rule in India. Nor 
did these capitalist houses have significant landholdings. 
Several of them did, of course, have large-scale capitalist 
farms. This question is not of direct relevance here, except 
in so far as their semi-feudal interests might have 
subordinated them to imperialism as in China. 

This does not imply that the Indian capitalist class played 
the same role economically and politically as the capitalist 
class did in Britain or France or even Germany or Japan 
during the 17 th , 18 th and 19 th centuries respectively. But the 



difference did not lie in the fonner being ‘comprador’ as is 
widely assumed. The difference lay in the Indian 
bourgeoisie being the capitalist class of an underdeveloped 
country which was structurally integrated into world 
capitalism as a colony. In other words, while the Indian 
capitalist class was not as a class integrated with British 
capital in a subordinate position, the economy of which it 
was a part was so, i.e., economically integrated with and 
subordinated to world capitalism. The weakness and 
constraints, both economic and political, under which this 
class functioned, sprang from this fact and not from 
compradorism. [In fact, these did not in the main spring 
from direct administrative suppression. British colonial 
policies in India were geared primarily to the colonial 
integration of Indian economy with British economy and 
not to the direct suppression of the Indian capitalist class.] 
This fact is important for three reasons: 

1. For understanding the economic and political 
capacities and frailties of this class, we should look 
to the structure of colonial economy and not to the 
alleged subordinate class position of the capitalist 
class. Similarly, the failure of colonialism to 
develop the Indian economy should not in itself lead 
to the conclusion that the Indian bourgeoisie too had 
deserted the task. This would be so only if this class 
was integrated with colonial capital and colonialism 
itself. 

2. Since it is the economy that is colonially 
subordinated and structured and not the capitalist 
class, the latter, on the one hand, struggle against 
imperialism and for independent capitalist 



development, and, on the other, is compelled to 
compromise with imperialism because the structural 
links with the world capitalist economy weaken the 
position of capitalism in a colonial or ex-colonial 
society. 

3. This is a fate which is not peculiarly that of the 
Indian capitalist class. Since world capitalism as 
structure exists as imperialism whose one part is 
developed at the cost of the underdevelopment of 
the other, those states within its orbit which do not 
become developed and metropolis tend to become 
underdeveloped and colonies unless they manage to 
walk out of the structure itself. 

LONG-TERM CONFLICT: The Indian capitalist class 
came into sharp conflict with imperialism on almost every 
basic economic issue. 

i. Conflict with British home industries. The 
Indian capitalists saw clearly that they must 
limit and then bring to an end the domination of 
their internal market by British and other 
foreign industries. Consequently, they 
constantly agitated for effective tariff protection 
to their industries. 

ii. Opposition to the intrusion of large-scale 
foreign capital investment. 

iii. The Indian capitalists objected to the 
domination of the Indian banking structure by 
British finance capital and demanded, from 
1913, that a controlling central bank should be 
formed and placed under the control either of 



Indian share-holders or of the Indian legislature, 
which was to some extent amenable to Indian 
influence. 

iv. Foreign trade and shipping were an important 
source of surplus appropriation and the entire 
Indian capitalist class rallied behind the 
individual Indian efforts to appropriate a large 
share of these and other invisible items of the 
balance of payments. 

v. The Indian capitalist class was fully aware of 
the need for active and direct state aid to its 
operations and it carried on a prolonged and all- 
sided struggle on the issue. 

vi. Thus we find that the Indian capitalist class fully 
realised that the imperialist economic 
exploitation of India blocked their long-term 
growth; and it opposed all the three major 
channels through which the metropolis extracted 
India’s social surplus: domination of the Indian 
market; investment of foreign capital, both 
industrial and finance; and direct surplus 
expropriation through control over public 
finance and, in particular, through high military 
expenditure for imperial purposes. 

SHORT-TERM DEPENDENCE AND 
COLLABORATION: 

i. The consistent and continuous opportunity to 
grow - they were never directly or nakedly 
suppressed. The two World Wars in particular 
provided them opportunities for windfall profits 



and rapid growth, putting brakes on the 
development of anti-imperialist sentiments 
among them in short-term. 

ii. Extremely modest beginnings. Remained weak 
for years and therefore lacking in the self- 
confidence. [The consistent and continuous 
opportunity to grow combined with the fact that 
the Indian industry invariably developed at least 
till 1918, through Marx’s second path, that is, 
from above, also made the Indian bourgeoisie 
quite conservative in politics.] 

iii. Dependence on colonial administration. 

iv. Concession by imperialists to face the crisis of 
colonial economy (agricultural stagnation and 
large-scale urban unemployment as well as the 
rising tempo of popular national movement). 
Some growth of Indian industry was essential if 
the economic crisis of colonial 
underdevelopment and the resulting discontent 
were to be kept within bounds. In other words, 
Indian trade and industry were to serve as an 
economic safety-valve, especially as British 
capital showed no inclination to make large- 
scale productive investments in India. 

It may once again be repeated that all the factors discussed 
above merely muted the conflict between the Indian 
capitalist class and imperialism, and led to short-term 
concessions, compromises and accommodation. The long¬ 
term antagonism between the two continued as imperialism 
would not yield on any of the basic policy issues, namely, 
metropolitan domination of the Indian market, British 



capital investment, in particular through the subsidiaries of 
the giant corporations, high military expenditure, and the 
question of state aid in initiating heavy industry, 
developing indigenous technology, and extending general 
financial support to Indian industry. 

(Reference article: Bipan Chandra; ‘The Indian Capitalist 
Class and Imperialism before 1947’, 1974. Compiled in 
‘Indian Society: Historical Probing’, In Memory of D D 
Kosambi, ICHR, PPH, 1974.) 

9. COMMUNIST PARTY OF INDIA (MARXIST) 

‘Two extreme characterisations, both claiming to be 
Marxist, falsify reality. One grossly underestimates the 
collaboration of the Indian bourgeoisie with imperialism by 
attributing far too independent a character to the former, 
and the other considers India a neo-colonial state ruled by 
the comprador bourgeoisie similar to the ruling class in pre¬ 
revolutionary China. The first view refuses to recognise the 
extent of foreign capital’s penetration and control of the 
Indian economy and fails to see the increasing 
collaboration of the Indian ruling class with imperialism 
against the rising democratic forces within. The second 
view is blind to history, to the emergence and growth of an 
indigenous industrial bourgeoisie more developed than its 
counterpart in many other countries of colonial Asia. It was 
this class which led the struggle for independence. It is 
inconceivable that a comprador bureaucratic class could 
develop contradictions acute enough to carry on a 
nationalist struggle against imperialism. Since 
independence, there has been nothing to suggest that the 



industrial bourgeoisie has degenerated into a comprador 
class.’ 

10. MARXIST-LENINISTS 

Mao Zedong: ‘A comprador, in the original sense of the 
word, was the Chinese manager or the senior Chinese 
employee in a foreign commercial establishment. The 
comprador served foreign economic interests and had close 

connection with imperialism and foreign capital.The 

comprador big bourgeoisie is a class which directly serves 
the capitalists of the imperialist countries and is nurtured by 
them; countless ties link it closely with the feudal forces in 
the countryside.In economically backward and semi¬ 

colonial China, the landlord class and the comprador class 
are wholly appendages of the international bourgeoisie 
depending upon imperialism for their survival and growth.’ 
(‘Analysis of Classes in Chinese Society’) 

T Nagi Reddy (‘India Mortgaged’), Suniti Ghosh (‘The Big 
Bourgeoisie’) and other Marxist-Leninist writers base their 
studies on the above-mentioned formulation of Mao 
Zedong. 

Dilip S Swamy: ‘The extent to which the capitalists of 
Third World countries are internationalised and their 
loyalty is bought through joint ventures and offering shares 
in profitable, international business, colonial super-profit 
will not be available to support labour aristocracy in 
advanced countries. This will force the working class of 
Europe and America to organise and seek political solution 
to their economic problems. The wheels of history seem to 
have turned a full circle. The need for survival is forcing 



international capital to win the bourgeoisie of 
underdeveloped countries at the cost of alienating the 
middle class, cadres and labour aristocrats in its base 
countries. In order to survive internationally capitalism 
risks its internal collapse and to survive internally, it loses 
its external source of sustenance. Thus objective and 
subjective conditions are becoming favourable to 
revolution in advanced countries.’ (Dilip S Swamy; 
‘Multinational Corporations and the World Economy’, 
1980) 

POSTSCRIPT 

1. Colonial system or mode of production is a historically 
determined system - it denotes a specific relationship 
between a colonising country and a colony, a relationship 
that facilitates transfer of surplus wealth from colony to the 
colonising power. Like all other relations of production, 
this relationship too arises under certain specific 
circumstances. 

2. Dialectics of colonial system: Underdevelopment of 
colony becomes a pre-condition for the development of the 
colonising power. Drain of wealth from colonies becomes 
primitive accumulation of capital in colonising country. 
Such are the two extreme poles inherent in this mode. 

Unity of opposites. Naturally, this unity is conditioned by 
certain circumstances (under which this relationship was 
forged.) Asset for Britain, liability for India. 

3. Colonies, in the long run, discourage the development of 
entrepreneurship and increase parasitism in colonising 
country. On the other hand, colonisation disturbs the 



hitherto existing mode of production in colonies and brings 
new social forces in action. Gradually new conditions are 
created in which opposites inherent in the colonial system 
fall apart. Asset turns into Achilles’ heel. Liability turns 
into a launching pad. Interpenetration of opposites. 

4. So far as the development of productive forces in India is 
concerned, colonialism in no period played a positive role, 
as R P Dutt holds (before 1857). He mechanically divides 
two phases of colonialism - progressive (when India was 
colony of industrial bourgeoisie) and reactionary (in the 
reign of finance capital). But the dialectics of British capital 
needs to be read with dialectics of colonial system. 

Britain’s passing from ‘free trade’ to monopoly stage only 
added new dimension to the surplus extraction from Indian 
colony. The period of ascendancy of industrial bourgeoisie 
in Britain was simultaneously the period of devastating de¬ 
industrialisation of India. India was a colony, and Britain’s 
double standards were in line with the very dialectics of the 
colonial system: Free trade in Britain, un-free trade with 
India (how forcibly did they wipe out Indian handicrafts to 
make a market for British manufactured goods is now such 
an old story that does not need any narration); abolition of 
feudalism in Britain, alliance with feudal forces in India; 
etc. 

We must advance step-by-step. First the period - roughly 
the first half of the 19 th century; the period when East India 
Company (EIC) ruled. Since 1813, British industrial 
bourgeoisie gained access to Indian market. 

Rule of EIC was the rule of British mercantile interests. 
“Merchant capital mediates between two extremes that it 



does not control.It positively or negatively affects 

prevailing modes of production, but it cannot usher in a 
new mode of production on its own.” (For details regarding 
merchant capital, see Marx’s ‘Capital’, Volume III.) EIC 
was also mediating between two extremes - developing 
capitalist mode of production in Britain on the one hand, 
and feudal mode of production in India on the other hand. 
Hence, by nature, it was a transitional phase. 

If EIC could not have ushered in a new mode of production 
(rather ruined the prevailing mode of production to some 
extent), it could not have prevented a little bit of 
enlightenment and entrepreneurship either. (Particularly the 
French Revolution of 1789 and American War of 
Independence had their impact on India. Through growing 
contacts with European countries, India came in contact 
with European political and intellectual currents. A spirit of 
enlightenment and entrepreneurship is visible not only in 
the colonial part, but also in feudal kingdoms of the time, 
e.g. Tipu Sultan’s Mysore, Martand Verma’s Tranvancore- 
Cochin, etc. Most of the modem vernacular languages date 
back to this period.) 



CHAPTER IV 


GENESIS OF CAPITAL IN INDIA 


INDIA IN THE FIRST HALF OF THE NINETEENTH 
CENTURY 

Pavlov vividly describes the situation in the first half of the 
19 th century (‘Historical Premises for India’s Transition to 
Capitalism’, 1979). Some excerpts: 

Industrial capitalism and the type of colonialism it 
engendered had nothing in common either with welfare for 
the population of the colonies - the basis of effective 
demand - or with a boosting of the productive forces there 
- the basis of raw-material production by working men 
with incentives to do so. As merchant’s capital before it, 
industrial capital used extra-economic coercion for its 
colonial exploitation. 

Extension of extra-economic coercion against the producers 
of raw materials as consequence of the industrial revolution 
in Britain and other advanced countries was inevitable 
because the revolution ran primarily in manufacturing. 
....Machine production presented a growing demand for the 
types of raw materials (cotton, raw silk, jute, indigo) or 
were produced on a scale and at a price which did not 



ensure big industrial capital adequate profits. The lack of 
raw materials at home impelled these powers to obtain 
them on the usual commercial terms from countries which 
had such materials (e.g. cotton export from the USA), or to 
import them from the dependencies in Asia, Africa and 
Latin America on whom inequitable terms of trade could be 
imposed. The farmer had, as a rule, a higher productivity of 
labour and lower production costs, while the latter were 
able to ‘offer’ competitive prices only if extra-economic 
economic coercion was applied to the producer. 

Partial orientation by some Asian and African countries 
upon the production of raw materials involved coercion 
not only with respect to the direct producers but also to 
the countries themselves. The import of European goods, 
despite all the customs privileges, did not as a rule yield the 
returns that could cover the purchases of the necessary raw 
materials on a commercial basis. That is why, a large part 
of the material values coming in from India was 
materialised land-tax, and was usually imported in the form 
of raw materials and semi-finished products, which 
replaced handicrafts articles as the main export item. 

Apart from the extraction of raw materials, Britain’s 
industrial capital also had another purpose, which was the 
forcible inclusion of India in the sphere of its market 
outlets. In addition to the gratuitous extraction of variables 
from the colonies (or to some extent in place of it), there 
began the non-equivalent exchange, which was carried not 
through the mechanism of coercion, even if it did pave the 
way for such exchange, but through outwardly equitable 
commodity-money relations between seller and buyer. It 



was Marx who showed the essence of non-equivalent 
exchange when he wrote, “Capitals invested in foreign 
trade can yield a higher rate of profit, because, in the first 
place, there is competition with commodities produced in 
other countries with inferior production facilities, so that 
the more advanced country sells its goods above their value 
even though cheaper than the competing countries. Insofar 
as the labour of the more advanced country is here realised 
as labour of a higher specific weight, the rate of profit rises, 
because labour which has not been paid as being of a 
higher quality is sold as such. The same may obtain in 
relation to the country to which commodities are exported 
and to that from which commodities are imported; namely, 
the latter may offer more materialised labour in kind than it 
receives, and yet thereby receive commodities cheaper than 
it could produce them.” (‘Capital’, Vol. Ill) 

As was the case in Britain’s efforts to include India in the 
world market as a producer of raw materials, Britain had 
to use force to breach that country’s self-sufficiency in 
converting it into a mass market in order to realise its 
technical and economic superiority. The first act 
towards that end was the violation and, as the conquest 
progressed, the total abolition of India’s customs 
independence. Without going into the problem of 
discrimination against Indian goods on the markets of the 
metropolitan country (Britain), we can note that other 
countries also subjected Indian goods to tariff 
discrimination. Thus in 1816, the USA introduced 60 to 
70% duties on Indian fabrics. 



But having breached the customs barrier British capital 
came up against another obstacle in its trade expansion: 
the absence, or inadequacy, of needs for imported 
goods. The main reason for the narrow market demand lay 
in the fact that the vast majority of the Indian population 
continued to live in the conditions of a closed subsistence 

economy or direct product-exchange relations.Local 

industries turning out consumer goods relied strongly on 
traditional tastes and claims of the native population. 
....Only very slowly, partly adapting its goods to the tastes 
of the Indian consumers, and partly standardising their 
demand, did the British mill secure control of the consumer 

market in India.This competition depressed the native 

industrial enterprise, limited its accumulation of capital, but 
did not yet subordinate it to foreign capital. The first 
important incursion by European industrial capital into 
the sphere of reproduction was the start of importation 
of factory-made yarn, metals, dyes and other factory 
materials which were used in the native handicrafts. 

This meant not only a destruction of manual spinning, iron¬ 
making and other industries, but also the incursion of large- 
scale foreign into the very reproduction of many industries. 

With the growing importation of foreign goods there was 

an extension of brokerage in marketing them.Having 

secured control of the supply of raw and other materials to 
the handicrafts, the dealer established control over that 
handicraft, also handling marketing of its products. In so 
doing, he extracted not only the surplus-product but also a 
part of the necessary product, thereby further hampering 
productive accumulation by the artisans. Because the 
dealer, with rare exceptions, did not invest capital in the 



outmoded equipment of small scale production, the 
surplus value he extracted flowed into the sphere of 
circulation, while reproduction in the handicrafts was 
effected on the old extensive basis. Decline of the 
artisans’ earnings and their impoverishment. 

The gap that existed between the scale of accumulation of 
capital in the sphere of circulation and its application in the 
sphere of production in India was further widened in the 
period of industrial capitalism. Earlier on, the favourites of 
accumulation were the tax-farmers, and then the upper 
sections of the comprador merchants. Colonial expansion 
not only undermined the accumulation of productive capital 
but also disrupted the course of extended reproduction in 
the peasant and handicraft economy which was deprived of 
the opportunity to improve its technical facilities on the 
basis of national production of the implements of labour. 

[On the other hand] Britain acted as a monopoly owner of 
modem implements of production and means of transport, 
thereby being able to exert a direct and vigorous influence 
on the economic development of the colonies and 
dependent countries, regulating the import into these 
countries not only of consumer goods but also of the 
instruments of production and the means of transport. 

Thus, by the second half of the 19 th century, the 
conditions had been prepared for the export of capital 
in its productive form. 

[The growth of mill industry in Britain also inflicted 
indirect harm on Indian handicrafts; the export of cotton 
from India for working up in Britain led to a rise in the 
price of cotton, thereby increasing the production costs of 



the artisans. Attempts to introduce British zamindar 
entrepreneurs to develop commercial farming failed. Some 
British industrial entrepreneurs, too, could not succeed in 
developing industrial enterprises in the first half of the 19 th 
century.] 

The general decline of the native economy, the un¬ 
readiness of the sphere of circulation and infrastructure 
fettered the transformation of the productive forces and 
held back the genesis of new relations of production in the 
field of industry. In such conditions there could naturally be 
no question of an Indian bourgeoisie rising not only from 
among the well-to-do master craftsmen, but also from 
among the dealers. 

BOMBAY 

By the middle of the century, more than one-third of 
India’s overseas trade passed through the Bombay harbour. 
The growing flow of British goods encouraged an ever 
greater number of Gujarat merchants of every section to act 
as compradors. 

Gujarati merchants also made vast fortunes on the opium 
trade and were beginning to export cotton... The transition 
of the landholders in western India to growing of export 
crops as early as the 1820s and 1830s went hand in hand 
with the peasants’ increased dependence on the dealers. 
They were controlled by the Gujarat compradors through 
the network of middlemen and agents, consisting of urban 
money-lenders, the village elite and the village money¬ 
lenders. They were forced to give away their raw cotton at 
understated prices. In this way, the British industrialist 



magnets obtained cheaper raw materials for their cotton 
mills through the medium of Indian landlords and money¬ 
lenders. 

In the first three decades of the 19 th century, the Parsi J 
Jeejeebhoy, one of Bombay’s richest merchants, made a 
vast fortune of 30 million rupees on the opium trade, and 
deposited these in an English bank in Bombay. He was 
connected with one of the leading firms in Bombay, 
Crawford & Co. In 1824, he headed a group of Bombay 
merchants who began to export cotton from Berar. He had 
investments in the ship-building industry and was the 
biggest dock-owner, employing on the average about 3000 
hands. Many other merchants of Gujarat - the grandfathers 
of the future mill-owners of Bombay and Ahmedabad - 
made their fortunes by trading in opium. 

This and trade in other goods with China led to the rise of 
Bombay’s shipping in the first half of the 19 th century. The 
official list of 49 ships with a total displacement of 27,274 
tonnes, registered in the port of Bombay as of 1838, 
includes two ships (total displacement of 2,002 tonnes) 
belonging to British companies. Twenty ships, and the 
biggest ones at that, were owned by Parsis. The other ship 
owners were Muslims and Hindus. Masters of 24 biggest 
ships were Europeans who were also entrusted with another 
9 ships. 16 ships had Muslim masters. 

The ships registered in Bombay were built not only there 
(10) but also in Calcutta (5), Cochin (13), Daman (4), Surat 
(2) and Mazgaon (4). By 1840, i.e., by the time of Anglo- 
Chinese Opium Wars, the Parsis controlled the bulk of the 
Opium trade. According to British estimates, Dadabhoy 



Rustomjee alone lost something like two million rupees 
through confiscation of opium by the Chinese authorities. 
During the wars with China, British troops were 
transported mainly on Parsi ships. 

However, after the Opium Wars, many Parsi shipping 
companies declined due to the fact that China switched to 
the cultivation and sale of her opium, and also to the 
development of steam navigation. 

In the first half of the 19 th century, the Wadia’s were the 
biggest ship-owners in Bombay. However, neither their 
fortune nor their city estates, nor even the official honours 
bestowed upon them could eliminate the friction between 
the Wadias and the authorities. 

Parsi artisans were employed at the Bombay shipyards, and 
that many of them had become rich ship-builders due to 
their capability and enterprise. This also applies to the 
numerous members of Wadia’s clan. The Bombay 
shipyards were apparently an enterprise whose fixed capital 
was owned mainly by the Company and the working 
capital by the Indian contractors. But some shipyards were 
in the hands of Indians. Big sailing ships were built at 
shipyards belonging to the merchant and banker Cowasjee 
Banajee (1790-1832), a friend and partner of Dwarkanath 
Tagore in several firms. 

The East India Company found it profitable to build good 
and cheap ships in India, especially since this yielded a 
large income. When the Company was wound up, Britain’s 
industrial bourgeoisie, having obtained direct control over 
India, hastened to put an end to the Bombay shipyards, 



which it regarded only as a rival. After 1857, ship building 
in Bombay was, in effect, discontinued. No more 
steamships were built at all, while only a few small 
coasting sailors were launched. India had to be deprived of 
her own ship-building and the British monopoly of carrying 
goods by steamships consolidated. In this sense, British 
capital managed to reach its goal. By the end of 19 th 
century, India had been deprived of her merchant marine. 

Apart from ship-building, the Parsis established the 
manufacture of gun-powder for the East India Company. 
Bombay also had an industry turning out luxuries for the British 
and the propertied sections of the Indian population. In 1808, 
the Parsi Pallonjee Bomanjee opened a carriage-making 
establishment with an initial investment of only 500 
Rupees. His workshop became a fairly large establishment 
possibly run on capitalist lines. His European-type 
carriages were sold not only in India, but also in Europe, 
Afghanistan and Singapore. The enterprise began to decline 
only with the arrival of motor cars in the 20 th century. 

The shroffs’ credit business was an important branch of 
Bombay enterprise, because British-founded banks could 
not and would not meet all the credit requirements among 
the city’s merchants. (Mainly they were non-Parsis.) 

Family firms continued to be the rule, while joint-stock 
companies were not the leading form for capital 
accumulation by Indian businessmen. At the same time, 
Indian joint-stock companies with unlimited liability made 
their appearances, involving persons of different 
nationalities and communities. 



[There was no institutional mechanism of the traditional 
Indian city in Bombay, as was the case in Calcutta and 
Madras. Besides, the origin of the surplus-product on which 
Bombay grew in its first century and a half, and 
accordingly the mechanism of redistribution, were not at all 
typical of India (and therein lies its distinction from 
Calcutta, where many absentee rent consumers always 
lived). The overall irreversibility of the entrepreneurial 
tendencies which had emerged in the city by the mid-19 th 
century can be well understood from the above general 
observations.] 

BENGAL 

Bengal’s banking and merchant’s capital still refused to 
display any serious intentions of going beyond the 
servicing of British enterprise and local zamindari estates. 

As compared with 1780s, Bengal’s merchant’s and usurer’s 
capital had strengthened its position in the extraction of 
grain from the village and its marketing in the town. 
Merchant’s capital had to intensify its participation in 
marketing foodstuffs because, if anything, the scale of 
Bengal’s internal trade had shrunk in the first half of the 
century. As a result of the influx of British yarn, the 
importation of cotton from other parts of India declined. 
[British capital had dominated the production and 
marketing of dyes from the outset, so that native merchants 
found it hard to enlarge their operations.] ....On the other 
hand, there was rise in the prices of zamindars’ landed 
property. 



ENTREPRENEURIAL ACTIVITIES OF 
DWARKANATH TAGORE: Tagore was appointed diwan 
of the 24-Parganas district in 1823. In 1828, he became the 
only Indian director of the Commercial Bank; and the 
following year, diwan to the East India Company’s 
Customs, Salt and Opium Board, and the founder of the 
Calcutta Union Bank. Finally in 1834, he resigned his 
service under the Company and in partnership with W Carr 
and W Prinsen, he established the firm Carr, Tagore & 
Company. He established indigo factories on all his estates. 
He ran an experimental 600-bigha sugarcane plantation, but 
obtained only a few seers of sugar. He then bought a steam- 
operated sugarcane press and switched to growing another 
variety. This time he obtained a fairly large crop, but it 
proved to be unprofitable because his production costs were 
twice as high as the price of traditionally produced sugar. 

In 1836, Tagore paid 70,000 Rupees at an auction for a pit 
founded in Raniganj in 1812 by a British firm. But in 
mining Tagore soon began to collaborate with British 
capital, establishing the Bengal Coal Company. After the 
death of D N Tagore in 1846, his son and heir 
Debendranath sold all the industrial establishments, pits 
and his share of Carr and Company, but the zamindari 
estates were retained. (However, during the Swadeshi 
movement, one of the Tagores undertook a short but 
vigorous essay into industrial and steam-shipping 
enterprise.) 

MANIRAM DEW AN: The first Indian to have a tea 
plantation was Maniram Dewan who was also a broker. He 
owned two small plantations in 1853 and paid full land tax 
from these, while his British rivals enjoyed privileged 



concessions. Dewan turned out to be involved in the 
1857 Uprising and was executed the following year. 

One of the reasons for the frequent losses incurred by 
Indian shareholders, especially in remote areas, was the 
unwillingness of the British authorities to introduce the 
principle of limited liability for joint-stock companies 
(among which British-controlled companies prevailed). 

That is why, in any crisis, the Indian shareholders were first 
to pay. Thus, this principle was not introduced in the 1845 
and 1850 Acts. 

In 1853, the Bengal newspaper ‘Sambad Prabhakar’ 
criticised the economic parasitism of the traditional middle 
classes of Bengal as follows: “The retreat of this class 
from the field of trade and commerce is really shameful. 
....The traditional caste taboos also operate actively 
against the free movement of trade, as nobody is free in 
our society to choose his trade according to his will. 
....Unfortunately, the rich people who have enough 
money, have indeed very little courage and vision to 
launch a business. They would prefer to get the job of a 
mutsuddi or a bania under a foreigner, by offering lakhs 
of rupees as security deposit and loan, rather than to 
invest that amount in any independent business. They 
are very eager to invest their money in Government 
Securities for earning a fixed interest and are not at all 
willing to risk it in any adventurous enterprise.” 

THE PERIOD UP TO 1850 IN A NUTSHELL 

Now let us sum up the period up to 1850: 



a. Extra-economic, non-equivalent exchange, breaking 
of India’s customs independence were the medium 
through which industrial capital of Britain 
transformed India into a importer of manufactured 
goods and exporter of raw materials. Imports were 
at two levels: 

i. Import of manufactured goods; and 

ii. Import of factory made yarn, dyes and other 
factory materials which were used in native 
handicrafts. 

Results: 

i. Pauperisation of peasants and artisans; 

ii. Decline of handicrafts; and 

iii. Dependence of existing handicrafts on 
foreign imports. 

b. Accumulation of wealth in the hands of merchants, 
money-lenders and sections of landlords took place. 

c. Due to decline of handicrafts, disbandment of 
feudal armies, etc., pressure on land increased. But 
side by side, a section of population was set free. 
Conditions were thus created for the emergence of a 
class of wage-labourers. 

d. Some sections of comprador traders and a few 
landlords betrayed a definite trend of 
entrepreneurship in this period. While in some of 
their enterprises, the East India Company (EIC) had 
its own interests that might not be the case for all of 
their enterprises. It can be said that under Western 
impact and under conditions of (b) and (a), it was to 
some extent spontaneous development of capitalist 



entrepreneurship. In the given conditions, they 
catered to the needs of the EIC and urban 
population. Some of them died a natural death due 
to lack of capital and appropriate technology, while 
some were forced to close down by British 
industrial bourgeoisie (e.g., the Indian ship-building 
industry). 

Their duality - their being compradors as well as 
entrepreneurs - was reflected in ideological sphere 
also. Some aspects of enlightenment as well as 
limits to that enlightenment can be witnessed in the 
case of the ‘Bengal Renaissance’. 

e. Some Britons, too, started some enterprises in this 
period and they too failed. Although they used to 
get preferential treatment (legally too). Even Indian 
entrepreneurs were forced to patronise them. 

f. Form of industrial organisation was mainly family- 
based (family concerns). Joint-stock companies 
(without limited liability) did emerge in this period, 
but that was biased in favour of the British. 

Industries that came up in the second half of the 19 th 
Century did not die. Rather a class of Indian bourgeoisie 
emerged, developed and is now the ruling class. How did it 
occur? 

Most of the studies regarding Indian capitalism (from R P 
Dutt to A R Desai or Pavlov) provide a very general answer 
to this phenomenon: existence of (b) and (c), some 
improvement in land legislations, inflow of British capital 
gave birth to the Indian bourgeoisie. All agree that this 
class developed as per the second path described by Marx 



(i.e., the landlord or Junker path of capitalist development). 
But they disagree on the level of progressivism or 
conservatism of this bourgeoisie. A R Desai tries to deal 
with the particularities of this class in sociological terms 
(caste, specific psychological make-up, etc.). 

But no one (except to some extent Bipan Chandra) raises 
the question: what specific characteristics capital acquire in 
colonial conditions? Bipan Chandra raises this question, but 
for him, Indian economy and Indian capitalism are two 
separate entities - while the former was integrated with 
imperialism, latter was not. Although as external factor, 
former’s integration with world imperialist economy 
created ‘short-term dependences’ for the latter. 

Moreover, all of these writers consider British capitalism 
and Indian capitalism as homogenous entities and each 
and every friction between them is characterised as 
Indian nationalists’ fight against imperialism. 
Metaphysics prevent them to see the inherent 
contradictions in British capital as well as in Indian 
capital, and their mutual interaction. Due to wrong 
methodology, facts too are put in a partisan way. 

ADVENT OF CAPITAL 

Any meaningful study of Indian capitalism must take 
following facts into account: 

i. Accumulation of wealth in the hands of 

mercantile and landlords’ interests on the one 
hand, and existence of a dispossessed mass 
ready to sell their labour-power; 



ii. Surplus of capital in Britain, and scarcity of 
capital in India. Hence to become capitalists, 
moneybags in India must forge a two-level 
relationship - one, with the labour, the other 
with (already existing British) capital. Herein 
lay the specific characteristics of capital in 
colonial countries. We will deal with this issue 
later on. 

iii. India has a well-established civilisation, and it 
could not have been colonised like, say, 
Australia, or even Africa. 

iv. Colonisation of any country is a process. It 
passes through ups and downs. Colonial policies 
are formulated through trials and errors. 
Development of capital is a process too. 

Capital is a qualitatively new category that emerged in 
colonial India, and it is key to understand the Indian 
economy as a whole. To understand its emergence, 
following factors must be noted: 

i. After the Opium Wars (mid-19 th century), 

Bombay merchants suffered a setback. Parsi 
shipping companies too declined. One can 
imagine the tremendous impact of the loss of 
opium trade on the merchants of Western Coast. 
(Bengal’s internal trade too had shrunk.) So 
these mercantile interests were searching for 
new avenues of making money. But money, by 
nature, could not have self-expanded 
(contradiction inherent in the money-form). 



ii. Already imports from Britain were at two levels 
- one of consumer goods, and other of 
instruments of labour (like handloom or other 
factory materials). India was lagging in 
production of instruments of labour; now it was 
being imported at primary levels. These two 
types of imports were from two different 
departments of British industry (Department II 
and Department I). Consumption of the latter 
imports meant (industrial) production. 

iii. There was now in the market a commodity 
(labour-power) whose use-value possessed the 
peculiar property of being a source of value. 

iv. Britain had now surplus capital. Export of 
capital had primarily begun. Earlier comprador 
merchants used to ‘trade in commodities’. 

Now necessity of ‘trading in capital’ arose, 
and that meant a great change. 

It was under these conditions that comprador merchant 
capital transferred into capital (money assumed a self¬ 
expanding value-form). 

CIRCUIT OF CAPITAL 

So my study begins with the circuit of this capital (neither 
with commodity, nor with landed property) since it forms 
the nucleus of multi-sector Indian economy. We will see 
how both the abstract and concrete aspects of Indian 
economy are inherent in this circuit of capital. Circuit 
of this capital is concentration of many determinations, 
and hence is unity of the diverse. 



In order to grasp the circuit of capital in colonial 
conditions, it is necessary to have a look at the circuit of 
capital in general (circuit of capital in colonies is the 
specific form of circuit-of-capital-in-itself). 

The formula for the circuit of money-capital is as follows: 

M->C .P .... C 1 —> M 1 

Or, M —> C {L + MP} .... P .... C 1 -»• M 1 

Or, M -+ C {V c + C c } .... P .... C 1 -»■ M 1 

L = Labour Power 

MP = Means of Production 

P = Productive Capital 

C 1 = Commodity Capital 

Vc = Variable Capital 

Cc = Constant Capital 

M —> C {L + MP}: These two series of purchases belong to 
entirely different markets, the one (MP) to the commodity 
market proper, the other (L) to the labour market. 

Aside from this qualitative division of the sum of 
commodities in which M is transformed, the formula M —> 
C {L + MP} also represents the most characteristic 
qualitative relation. The quantity of means of production 
must suffice to absorb the amount of labour to be 
transformed by it into products. 




The value advanced in money-form has now assumed a 
bodily form in which it can be incarnated as a value 
generating surplus value (in the shape of commodities). In 
brief, value exists here in the condition or form of 
productive capital, which has the faculty of creating value 
and surplus value. Value of P is equal to that of L + MP 
(money capital gets transformed into productive capital). 

Generally, M —> L is regarded as characteristic of the 
capitalist mode of production. 

In order that the sale of one’s own labour-power may 
constitute not an isolated phenomenon but a socially 
decisive premise for the production of commodities, in 
order that money-capital may therefore perform, on a social 
scale, the above-discussed function M —> C {L + MP}, 
historical processes are assumed by which the original 
connection of the means of production with labour-power 
was dissolved - processes in consequences of which the 
mass of people - the labourers, have as non-owners, came 
face-to-face with non-labourers as the owners of these 
means of production. We know that in its further 
development capitalist production, once it is established, 
not only reproduces this separation but extends its scope 
further and further until it becomes the prevailing social 
condition. However, there is still another side to this 
question. In order that capital may be able to arise and take 
control of production, a definite stage in the development 

of trade is assumed.But the production of commodities 

does not become the normal, dominant type of production 
until capitalist production serves as its basis. 



It is therefore quite clear that the formula for the circuit of 
money-capital is the matter-of-course form of the circuit of 
capital only on the basis of already developed capital 
production, because it presupposes the existence of a class 
of wage-labourers on a social scale. 

[L —> M —> C (C —> M —> C) i.e., wage-labourers must 
constantly be faced with the necessary means of 
subsistence in purchasable form, i.e., in the form of 

commodities.When production by means of wage-labour 

becomes universal, commodity production is bound to be 
the general form of production.] 

Whatever the social form of production, labourers and 
means of production always remain factors of it. But in a 
state of separate from each other either of these factors can 
be such only potentially. For production to go on at cdl they 
must unite. The specific manner to which this union is 
accomplished distinguishes the different economic epochs 
of the structure of society from one another. 

The means of production and labour-power, in so far as 
they are forms of existence of advanced capital-value, are 
distinguished by the different roles assumed by them during 
the process of production in the creation of value, hence 
also of surplus value, into constant and variable capital. 

[The process of production appears merely as an 
unavoidable intermediate link, as a necessary evil for 
the sake of money-making. All nations with a capitalist 
mode of production are therefore seized periodically by 
a feverish attempt to make money without the 
intervention of the process of production.] 




FIXED AND CIRCULATING CAPITAL 


Productive capital can be divided into fixed capital and 
circulating capital also. Turnover of different capitals, and 
hence of fixed capitals and circulating capitals are different. 
In the time during which the fixed capital turns over once, 
the circulating capital turns over several times. One part of 
(fixed capital’s) value must remain tied up in the form of 
the still preserved old use-form, while the other part is 
circulated by the finished product, and this circulation on 
the contrary simultaneously circulates the entire value of 
the fluent component parts of the capital. 

The movement of the social capital consists of the totality 
of the movements of its individualised fractional parts, the 
turnovers of the individual capitals. 

However, the circuits of individual capitals intertwine, 
presuppose and necessitate one another, and form, 
precisely in this interlacing, the movement of the total 
social capital. 

In the study of the turnover of the individual capital, money 
capital revealed two aspects: 

1. In the first place, it constitutes the form in which 
every individual capital appears upon the scene and 
opens its process as capital. It therefore appears as 
the primus motor, lending impetus to the entire 
process. 

2. In the second place, that portion of the advanced 
capital-value which must be continually advanced 



and renewed in the form of money differs in its ratio 
to the productive capital which it sets in motion, i.e. 
in its ratio to the continuous scale of production, 
depending on the particular length of the period of 
turnover and the particular ratio between its two 
component parts - the working period and the 
period of circulation. But whatever this ratio may 
be, the portion of the capital-value in process which 
can continually function as productive capital is 
limited in any event by that portion of the advanced 
capital-value which must always exist beside the 
productive capital in the form of money. It is here 
merely a question of the normal turnover, an 
abstract average. Additional money-capital required 
to compensate for interruptions of the circulation is 
excepted. 

[From Marx’s ‘Capital’, Volume II.] 

Now basing on these general formulations regarding the 
circuit of money-capital, we should assess the situation 
prevailing in our country at that time. 

Circuit of capital presupposes a society in which 
commodity production has become the general form of 
production. But in our country, extra-economic coercion 
(the feudal method of extracting surplus) both at macro and 
micro-levels acted as the basis for the supply of cheap raw 
materials to Britain. This 



Prevented accumulation of capital in the home 
country; 

Prevented commodity production to become a 
general form of production and kept it at petty 
commodity production level; 

Prevented free operation of the law of value and 
equalisation of the rate of profit since these things 
demand elimination of the element of force in 
economic affairs; 

Helped in strengthening the hold of trading and 
money-lending interests; 

Restricted the capacity of capitalist production, 
even if it is established, to reproduce the separation 
of labour-power and means of production further 
and further; and 

In this way, restricted the very circuit of capital. 

It was in this background that capital arose in our country. 
These circumstances acted as a base on which potential 
money-capital was bound to forge a particular relationship 
with surplus capital abroad to become a real money- 
capital. 

M —> C {L + MP}. Labour-power (L) was available 
domestically. But the fixed capital part of the MP (means 
of production) was not domestically available. Without it, 
capitalist production could not occur on a large scale (since 
it is the circulation of fixed capital that circulates the entire 
value of the fluent parts of the capital). Inflow of finance 
capital in the form of fixed capital became a necessity. (In 
the initial period, European labourers were employed to 
operate this fixed capital.) 



So, in our conditions, in large scale production, 
integration of finance capital in the productive capital is 
the specific characteristic of capitalist mode of 
production. (Potential) money-capital transforms into 
(large-scale) productive capital through this integration. 
(Apart from the element of labour-power) this 
integration becomes one of the pre-conditions (of 
capitalist mode of production). 

M —► C [Cc, i.e. Circulating capital (raw materials + labour power) + 
Fc, i.e. Fixed capital (means of production/machinery)] ....P ....C 1 —* 

M 1 

Just as M —> L presupposes the existence of a labour- 
market, M — > F c presupposes the existence of a world 
market of instruments of labour or fixed capital. 

Moreover, amount of labour, and other component parts of 
circulating capital must correspond to the fixed capital thus 
invested. 

Now, we can view this formula from another angle. 

A. M —> Fc i.e. value advanced in money-form by the 
(native) capitalist assumes the bodily form of Fc. 
For the British finance capitalists, Fc is a 
commodity capital (‘a commodity pregnant with 
surplus value, i.e. C 1 ’), and for him, circuit of 
money-capital ends (with its purchase) here. M —> 
F c for Indian capitalist is F c —► M 1 for British 
capitalist (or any other advanced capitalist 
country’s capitalist from whom machinery or Fc 
is procured). 



But for Indian capitalist M —> F c is just the 
beginning. His money-capital transforms into 
productive capital. Circuit of capital has still a 
long way to go to get completed. So the beginning 
of the circuit of native money-capital is the end 
of the circuit of finance capital in this case. 

B. If this fixed capital is invested in advanced capitalist 
countries, it obtains average rate of profit obtaining 
in those countries. But when this fixed capital is 
invested in colonies, it claims average rate of profit 
obtaining in colonies, since it becomes an integral 
part of the productive capital in colonies. Naturally, 
and as discussed earlier, the latter rate of profit is 
much higher than the former. 

C. Since fixed capital represents a high organic 
composition of capital than circulating capital, 
finance capital, in concrete qualitative terms, claims 
a larger share of surplus value than the native 
capitalists get on account of their circulating capital. 
Money-making and accumulation on a large scale 
remains the compelling motive behind the inflow of 
finance capital in colonies. 

D. Thus the circuits of finance capital and of native 
money-capital intertwine, presuppose and 
necessitate one another, and form, precisely in 
this interlacing the movement of the total social 
capital in colonies. 

E. Fixed capital is not a fixed category. Due to the 
very nature of capitalist mode, technological 
changes/innovations constantly occur and a set of 
instruments of labour/fixed capitals is constantly 



replaced by another set. Hence, integration of 
finance capital and potential money-capital in 
colonies is a continuous process. Old integrations 
are either renewed or are replaced by newer 
integrations. This process is full of frictions both 
in colonizing countries as well as in colonies. 

F. Once this integration is established, it gradually 
becomes the principal mode of surplus extraction 
from the colonies. With its development, colonial 
political rule begins to loose its relevance. 

G. So, we have seen that circuit of capital in colonies is 
subjected to the circuit of finance capital. Feudal 
remnants make this subjection possible. 

Capitalist production creates division of circulating 
and fixed capital and its further development 
reproduces this division further and further. But 
when this division becomes country-based, 
independent circuit of money-capital in colonies, 
particularly in the sphere of large-scale production, 
becomes impossible. When it gets subjected to 
finance capital, development of productive forces is 
bound to get distorted and disproportionate. 

H. Integration of potential money-capital with finance 
capital becomes the locomotive of overall multi¬ 
sector economy. This gets reflected in the sphere of 
ideology also. Looking at India through western 
eyes becomes the general creed. Subjection to 
finance capital is regarded as destiny - as the only 
way to progress and modernisation. Distortions in 
the economy are considered as a price that nation 
must pay for modernisation. 



CONTRADICTION INHERENT IN THIS CIRCUIT OF 
CAPITAL 

A. M —> Cc (Circulating Capital) 

A large part of commodities that the capitalist buys 
under the head of circulating capital, is product of 
petty commodity production in rural areas where in 
the production of these commodities extra- 
economic coercion is applied and/or unequal 
exchange takes place between buyer and seller. It is 
precisely due to these factors that rate of profit gets 
higher in colonies. [Capital in India brings into the 
sphere of circulation as commodities the surplus 
products of small peasants or self-employed 
producers, although, by its very nature, it is 
incapable of transforming all commodity production 
into capitalist commodity production. “Within its 
process of circulation, in which industrial capital 
functions either as money or as commodities, the 
circuit of industrial capital, whether as money- 
capital or as commodity capital, crosses the 
commodity circulation of the most diverse modes of 
social production so far as they produce 
commodities. No matter whether commodities are 
the output of production based on slavery, of 
peasants, of communes, of state enterprise, or of 
half-savage hunting tribes, etc. - as commodities 
and money they come face-to-face with money and 
commodities in which the industrial capital presents 
itself and enter as much into its circuit as into that 
of the surplus-value borne in the commodity- 
capital, provided the surplus-value is spent as 



revenue; hence they enter into both branches of 
circulation of commodity-capital. The character of 
the process of production from which they originate 
is immaterial. The function as commodities in the 
market and as commodities they enter into the 
circuit of industrial capital as well as into the 
circulation of the surplus value incorporated in it.” 
‘Capital’, Volume II.] 

Therefore, the whole circuit of money-capital 
represents an alliance of this money-capital, 
feudal remnants and finance capital. This 
alliance of inertness, backwardness and 
subjugation acts as a barrier in the independent, 
rapid and proportionate development of 
productive forces. This forms the basic 
contradiction in this circuit of capital. 

B. So far, we have dealt with the integration of money- 
capital and finance capital in the sphere of large- 
scale production. The same cannot be applied to the 
sphere of small and medium-scale productions 
(although they cannot be mechanically separated in 
two distinct categories). 

The very circuit of money-capital in the sphere of 
large-scale production gives birth to a host of 
individual capitals at various levels. Once capitalist 
entrepreneurship is introduced, it gathers its own 
momentum too. Similarly, commercialisation of 
agriculture in its course gives birth to capitalist 
entrepreneurs from among small peasants. And 
naturally, independent circuits of these 
innumerable individual capitals interact with the 



dominant circuit of money-capital in the sphere 
of large-scale production in so many ways. The 

study of these interactions is too big a subject to be 
dealt with here in these rough notes. Some of these 
individual capitals are co-opted, some get stagnated, 
some die a natural death, and some even flourish 
within certain limits. On the whole, circuit of capital 
we discussed above is too narrow to absorb all these 
individual circuits of capitals, and hence it remains 
a basic contradiction in the economy. 

C. Credit and circulation capitals gradually base 
themselves on the above-mentioned circuit of 
capital, although they gain their own independence 
too. At present, we may leave this aspect. 

D. M —> Fc presupposes the existence of world 
market of fixed capitals but colonial relations of 
production restricts or even forbids entry of 
colonial big bourgeoisie into this world market. 
Hence, this bourgeoisie fight for political 
freedom. Although a product of colonial 
conditions, this class of bourgeoisie refuses to live 
under the colonial rule of a particular imperialist 
country. By nature, it forms the social base of 
imperialist system in general, and hence, not of any 
particular imperialist country. 

This class is strategically integrated with finance 
capital; tactically it is not integrated with any of the 
particular finance capitals. Its integration is 
conditioned by his freedom from any of the 
individual finance capitals, and his freedom is 
conditioned by his integration with certain 



individual finance capital at a particular time. It is 
free, yet everywhere it is in chains. 

This class is capable of leading a freedom 
movement, but incapable of leading an anti¬ 
imperialist, anti-feudal national movement (freedom 
movement naturally coincide with national 
movement, yet they are quite distinct categories). 

E. Investment in MP means that finance capital is 
more interested in the stability of the economy than 
in its day-to-day affairs - turnover of circulating 
capitals. We know that both these aspects are quite 
inter-related still it creates many a time frictions 
between finance capital and the indigenous big 
bourgeoisie. 

Now we should descend from the realm of theory to the 
actual course of history. We have already discussed the 
conditions under which transformation of money into 
capital took place in India. 

In Britain too conditions were changing. On the one hand, 
there was textile boom in early 1850s, and on the other 
hand, the importance of steel and petroleum was increasing. 
Birmingham was fast displacing Lancashire and 
Manchester. In the first textile mill opened by a Parsi 
merchant Cavasjee Nanabhai Davar in 1854, textile 
machineries were supplied and installed by an English 
machine manufacturer company, Messrs. Plate Brothers & 
Company Ltd. In 1860, import duty on textile machineries 
was removed. 

The Indian capitalists in that period were not only short of 
capital but also of managerial skills, knowledge of market, 



etc. Moreover, the integration of finance capital and 
potential Indian money-capital was yet to take a full shape. 
In the initial period, it was achieved through the system of 

managing agencies. 

Henry Papendieck writes about this system (‘British 
Managing Agencies in the Indian Coalfields’): “There are 
three levels at which we have to outline the function of the 
managing agent. The first and foremost is the role of the 
managing agent vis-a-vis a single company; the second is 
the role within a group of companies; and the third, the role 
within the network of international capital relations. 

(We know that the managing agencies started out by 
administering capital of third parties and it took them no 
longer than a few decades to become holding companies, 
looking after their own capital interests.) 

Initially a managing agent received a commission on the 
sales of the company, irrespective of the company’s profits. 
Hence his aim was to maximise sales, while neglecting 
profits and dividends. Later, commission was paid on the 
basis of ‘net profits’ (net profits were calculated before 
depreciation on investment and funds put to reserve). 

There is no evidence which would lead us to assume that 
there was ‘a natural tendency’ of managing agents to level 
out the profits of all jute mills, or coal companies under 
their control. The success of the company always depended 
on its position within the group of companies under the 
agents’ control. 



Managing agencies were the co-ordinating bodies of the 
international flow of capital, between Britain and India on 
the one hand, and between India and other British colonies 
and export markets on the other. They had the access to the 
capital market, and they had the knowledge of the markets. 

It was their policy of gearing profits into certain companies, 
setting examples of incredibly profitable enterprises which 
lured investors to invest their capital into the new ventures 
of successful agency houses. Through the means of binding 
these companies to their management, of speculating with 
the shares of these companies, of arbitrarily gearing the 
profits to key companies, wherever it was most profitable 
for the managing agent, these managing agency houses 
grew at an incredibly fast rate, controlling industrial 
empires without investing in them and without making any 
innovative contributions. 

There was a growing contradiction between their 
complicated financial management and their outdated 
modes of production.” 

This contradiction between the form of managing agency 
system and gradual maturing of Indian capital was resolved 
in the 20 th century with the development of monopoly 
houses. These monopoly concerns combined the features of 
a family concern, limited liability joint-stock company and 
a holding company. 

Incomplete. 


These notes end here. 



[However, the integration of indigenous (circulating) 
capital with foreign (fixed) capital is not the destiny of 
these underdeveloped economies. Fixed capital is not a 
fixed category. Competing capitals are forced to, or are 
propelled to develop new means of production/new 
machines and technology. Constant discovery, invention 
and innovation are defining characteristics of capitalism. 
Circuit of capital is constantly renewed, and every renewal 
provides new opportunities for the indigenous capital. 
Hence, under certain historical conditions, if ex-colonies 
succeed in developing new machines/technology, even in 
some sectors (and there is no need to re-invent the wheel), 
an independent circuit of capital (originating in these 
countries) can take place, and they can exist alongside the 
old circuit of capital (originating in advanced 
capitalist/imperialist countries). If this does not happen, 
then, even in countries where colonial rule has been 
overthrown by violent revolutions, economy (may be after 
a period of autarky) will again become part of the 
international circuit of capital (originating in advanced 
capitalist countries).] 


Post-colonial developments. 



CHAPTER V 


MARKET AND STATE 

(Extracts from articles and notes written between July 1991 
and February 1992) 


1 . 

Market is the current catchword. And in the present topsy¬ 
turvy world, it has valid reasons to be so. Yet, despite 
innumerable attempts to unravel its mysterious powers, it 
remains an enigma. 

The history of human civilization is, in one sense, a history 
of its marketization. Market which emerged spontaneously 
with the growing productive faculties and intercourse 
among various communities of humankind, engulfed over 
the centuries not only the planet Earth, but ever 
increasing spheres of human life as well. Market bred 
market: simple commodity market, bullion market, money 
market, credit market, land market, capital market ....and, 
of course, the intellectual property market. 

Market, this unconscious creation of the conscious 
humankind, has always bedeviled the human mind. Adam 
Smith saw some mysterious hidden hand behind it. The 
Marxists claimed to resolve this mystery by discovering the 
theory of surplus value. Walras and the 
subsequent mathematical school tried to unmask this 
hidden force with the aid of algebraic formulae, curves and 
coefficients. The Keynesians strived hard to tame it by 
using the mighty arm of the state, and the communists 



sought to eliminate it through their planned economies. In 
many cases, market went underground only to re-emerge 
with vengeance at later date. Market has so far eluded any 
precise definition: it can be approximately understood, 
positively or negatively, through its attributes only. Yet, its 
understanding, of course a relative one, is indispensable at 
this crucial hour of transition worldwide. 

However, market is far from being an economic category 
only. Since its beginning, it has entered the domain of 
politics, playing a key role in the rise and fall of mighty 
empires, be it Mauryan or Roman. In the present-day 
world, some link it with democracy others charge it with 
promoting autocratic interests of the rich. In 
developing countries, market’s political behavior - from 
Chile to South Korea - has been very complex and diverse. 
At this point of our development, what sort of a mix of 
market and state, of freedom and protection can lead to a 
vibrant economy? Is state becoming market-friendly the 
only way out? 

Market goes beyond the realm of politics. It is given 
credit for fostering entrepreneurship, efficiency, 
accountability, individuality, ever-increasing 
improvement and sophistication in civic life, etc. At the 
same time, it is cursed for dehumanizing humankind by 
promoting all sorts of immoral activities, by giving 
precedence to appearance over essence, by reserving 
ideals for idiots, by replacing poetic expressions of love 
and romance by ‘ erotic electronic encounters by making 
instant satisfaction (‘use and throw’) the guiding spirit in 
all our activities, etc. Market, in one sense, stands in sharp 
contrast to morality, an ideal self-image of humankind 
which too evolved over the centuries, parallel to the 
former. Moreover, market is, to some extent, held 
responsible for ecological imbalances, pollution, organized 
crime and corruption, dangerous misuse of scientific and 
technological researches, broken families, new diseases and 



increasing number of psycho-therapeutic centres, i.e. for 
the problems that now preoccupy the western mind. Are 
market and morality two mutually exclusive categories? Is 
humankind destined to wear a look of the sphinx with the 
head of a pretty women and the body of a lion or the vice 
versa? 

2 . 

Since the beginning of modern economic thought in our 
country, market and state intervention in economic 
activities have not been considered as dichotomous 
categories; rather they have been accorded complementary 
roles in the making of modem India. Long before the 
advent of Keynesian economics in the west, our great 
forerunners Ranade, Naoroji and R C Dutt campaigned for 
active state intervention in economic affairs for the 
promotion of private entrepreneurship. Ranade questioned 
the validity of classical political economy in a backward, 
stagnant agricultural country where the champions of that 
economy themselves did not adhere to the percepts of 
classical economics. The necessity of state intervention in 
our country emanated from altogether different 
background, and it cannot be equated with Keynesian state 
intervention in the west or with the socialist state economy. 
While the Keynesian state intervention was meant for 
meeting the challenges ( or recession ) of the developed 
capitalist societies, and there was no space for the 
development of private entrepreneurship in socialist 
command economies, state intervention in our case was 
sought to develop and foster the entrepreneurial culture 
from below in a condition where status, tradition and 
custom ruled, where due to colonial drain of wealth, 
country faced shortage of capital, and where weak capital 
was unenterprising and unwilling to take risks. A clear 
understanding of difference among these three types of 



state interventions is vital since on it hinges our correct 
response to the contemporary challenges. 

It is bad economics to make state sector synonymous with 
self-reliance and liberalisation measures with imperialist 
domination. The development of independent national 
economy is a complex process involving a number of 
variables in which both state sector and liberalisation 
measures, both planning and market forces play varying 
roles in varying circumstances. 

Moreover, the question of market-state interface now 
cannot be tackled in the stereotyped classical, Keynesian or 
neo-classical frameworks. A comprehensive and consistent 
theory concerning the knowledge market or the intellectual 
property market is yet to take shape. Theories dealing with 
commodity or capital markets, it seems, will prove 
insufficient to explain the phenomenon of this knowledge 
market, and the inclusion of knowledge as an economic 
category will surely demand revision of our existing 
understanding of commodity, capital and labour as well. 

3. 

Freedom is not always a felicific category; it often exposes 
us to death and destruction. But only when we are exposed 
to death and destruction, we come to know how to live. 
Talent consists in accepting the circumstances in which we 
find ourselves and turning them to our own ends. Protection 
over the years creates its own vested interests and acts as an 
anathema to innovation and entrepreneurship. It covers up 
inefficiency, bad management, wrong allocation of national 
resources, and unaccountability. Eating into the vitals of 
our economy these protectionist worms gradually become a 
social force fearing free competitive environment. (Even 
the protagonists of protectionism like Fredrick List in the 
nineteenth century Germany, regarded it as a mere 
transitory system, while free trade was considered to be the 
norm. The rise of Germany as an industrial power owes 



very little to List's protectionism; its causes primarily lay 
elsewhere. The progress made by science and technology 
cannot be attributed to protectionism, rather a liberalised 
regime acts as a stimulant to such progresses. At about the 
same time, the strictly protectionist Spanish economy 
hardly made any progress worth mentioning.) 

Protectionism betrays lack of self-confidence and will to 
face the new challenges, and dampens self-development, 
creativity and the spirit of always finding out better ways of 
doing things. The question of sovereignty is invariably 
linked with this self-confidence and this will and spirit. 

This move towards freedom needs to be combined with, 
what Jefferson called, struggle for science. In this regard, 
there is no need to lament our own backwardness. 
Explaining the industrial revolution in imperial Germany, 
Veblen talked of the 'merits of borrowing' - how England 
paid the penalty for taking the lead by falling behind in the 
later industrial race, and the borrowing countries - America, 
Germany, Japan, Russia forged ahead starting on a higher 
technological level without the cluttering bric-a-brac of 
customs and vested interests which Britain had developed. 
We miserably lack the culture of science and a favourable 
climate in which the insights demanded by modern 
scientific revolution can flower. We had the whole body of 
Europe's and America's science to use as an unlimited 
drawing account and to grasp the crucial role of knowledge 
in economic growth we need not summon Paul Rommer or 
Maurice Scott. Knowledge and mechanism for transferring 
it to productive use constitute the key to progress in free 
market conditions. In other words, we can well add a new 
chapter in our Puranic literature narrating the marriage of 
Saraswati with Vishwakarma. 

4. 

Freedom is a fantastic idea, but an abominable reality. It is 
always conditioned by direct slavery, bondage or some 



kind of dependence. The history of free trade is 
simultaneously a history of slave trade, of annexations and 
colonization, of protective tariffs and trade wars, and of 
subsidies and (state) supportive measures. Therefore, any 
discourse on free market will be incomplete if it does not 
address itself to the diabolical realities of the market place. 
Moreover, the humankind has entered the age of global 
trade policy coordination whose key words are 
interdependence and mutuality. This coordination question, 
according to western experts, arises only in 'strategic 
environments', and not in perfectly competitive 
environment. Strategic environments are those in which the 
number of economic agents making interdependent 
decisions is relatively small. India obviously does not find 
place in this strategic environment and it has yet to enter 
the relatively small club of economic agents. So in the age 
of 'coordination compacts' also, we have no choice of an 
agreed or implicitly chosen coordination. We are left with 
an imposed coordination which consists in harmonizing our 
policies with those of a strong, large or skilled agent. This 
imposed coordination today manifests itself aggressively in 
the sphere of trade in services, trade-related intellectual 
property rights and trade-related investment measures. 

So far nations at different levels of economic development 
exists, the question of free market cannot be put in a 
general form. The manner in which Pareto put the question 
remains valid till date,' Given all the economic and social 
conditions of a country at a given moment, is free trade or 
protection the better policy for that country at that time? 
'The right to decide these things is the essence of 
sovereignty of the nations. This question will remain a 
highly inflammable material. Are developing countries 
accorded their due place in the strategic environment of 
global trade policy coordination? Is the mechanism of 
multilateralism, minilateralism and bilateralism skillfully 
utilized to the satisfaction of all contracting parties? Is 



coordination is pursued on substance and in sectors where 
mutuality is feasible, isolating substance and sectors where 
hostility reigns. 

Freedom of choice extends to the realm of science and 
technology as well. The Americans maintain that the 
science type in any civilization exists long before the 
science and the sciences are a key to the crucial 
civilisational traits. They take pride in the characteristic 
sciences of American technology - chemistry and physics, 
electronics and radiation. Are we conscious of our own 
science types and have the freedom of choice to develop 
our own characteristic sciences? This too is a vital question 
and cannot be left at the discretion of market forces alone. 
Hence both free market and autarky represent two extremes 
inadmissible under conditions of a developing economy. 
Explaining his theory of markets, J B Say once said, 'The 
theory of heat and of weight and the study of the inclined 
plane have placed the whole of nature at the disposal of 
mankind. In the same way the theory of exchange and of 
markets will change the whole policy of the world.' One 
can humbly retort,' Even the study of high energy particles 
and the theory of relativity have not placed the whole of 
nature at the disposal of humankind. Similarly, the theory 
of markets has changed the policy of the world, but there 
are still a lot of things to ponder over under the heaven 
apart from the markets.' 



CHAPTER VI 


MODE OF PRODUCTION IN 
AGRICULTURE 


MARX AND THE ASIATIC MODE OF PRODUCTION 

The debate on mode of production in Indian agriculture 
centred on two phases: i) on the question of mode of 
production in pre-British period. Was it Asiatic, feudal or 
capitalist? And ii) on the present mode of production, on 
the question of analysing the impact of various measures in 
agriculture. Is it semi-feudal, colonial, capitalist or dual 
mode of production? We will briefly deal with these 
debates both from theoretical and practical political point of 
view. 

Grasping the particularities of Indian society vis-a-vis 
European ones is an essential pre-requisite for charting out 
an independent path of its development. Failure to do so 
will naturally lead anyone towards mechanical copying of 
European models both in theory and practice. Or, 
conversely, it may lead towards mystification of Indian 
‘uniqueness’. 

It was Karl Marx who for the first time, tried to specify the 
particularities of Indian society. While studying the inner 



dynamics of capitalist society, he was naturally confronted 
with the question: why was it that European societies 
became the cradle of capitalist civilisation, and not Asiatic 
ones? What were the factors that propelled the former 
towards capitalism and inhibited the same in the latter 
ones? This was his basic perspective behind studying the 
Asiatic societies. 

Moreover, his was still a process of studying and 
understanding Indian society. Hence, his observations 
regarding India in different phases were relative, 
conditioned by the available material at his disposal. And 
unfortunately, he could not systematise his own ideas, 
although he discovered the essence, the crux of the matter. 

So, as it happens, his different observations led towards 
different theoretical systems among later day 
Marxists/leftists. Some of them, and their number is fairly 
large, now simply dismiss Marx’s concept of Asiatic mode 
in Indian context as totally irrelevant, a product of Marx’s 
ignorance about Indian history in those times and his heavy 
reliance on materials like ‘Fifth Report from the Select 
Committee on the Affairs of the East India Company, 
1812’, Hegel’s ‘Philosophy of History’, Lt. Col. Wilks’ 
‘Historical Sketches of South India’, Francois Bernier’s 
‘Travels in Mughal Empire’, etc. They regard medieval 
Indian society as feudal one with all the potential of 
capitalist development, very much similar to medieval 
Europe (e.g., V I Pavlov’s ‘Historical Premises for India’s 
Transition to Capitalism’). 

The other extreme is best represented by E J Hobsbawm, 
according to whom, Indian society in pre-British period 



was based on Asiatic mode of production ‘which was not 
yet a class society, or if it is a class society, then it is the 
most primitive fonn of it.’ (E J Hobsbawm, “Introduction 
to Karl Marx’s ‘Pre-Capitalist Formations’.) 

In between these two extremes, there are certain others who 
are still exploring ‘mechanics of change in a society which 
Marx himself had once thought rather unjustly to be 
unchanging’ (Irfan Habib, ‘Marx’s Perception of India’, 
1983). They do not challenge Asiatic mode concept as such 
but citing Marx and Engels and concrete facts of medieval 
India, challenge Hobsbawm and characterise Indian society 
as ‘clearly developed class society with a ruling class of 
surplus-appropriators and a division of labour based on 
exchange outside the village community.’(Ibid.) They also 
bring out the inherent contradiction within the Asiatic mode 
like ‘between exchange economy based on the disposal of 
the surplus and the natural economy within the village 
serving for its basis’ and ‘between communal property and 
individual production’ within the village community. In 
this way they try to explain the dynamism of these societies 
in contrast to their so-called unchangeability. 

Going through the whole gamut of Marx’s writing on pre- 
British India, we come to the following conclusions: 

a. Evolution of various societies very much depended 
upon natural conditions. Indian society was no 
exception. Marx writes, “Apart from the degree of 
development, greater or less, in the form of social 
production, the productiveness of labour is fettered 
by physical conditions. These are all referable to the 
constitution of man himself (race and etc.) and to 



surrounding Nature. The external physical 
conditions fall into two great economic classes: i) 
Natural wealth in means of subsistence, i.e., a 
fruitful soil, waters teaming with fish etc., and ii) 
Natural wealth in the instruments of labour, such as 
waterfalls, navigable rivers, wood, metal, coal, etc. 
At the dawn of civilisation it is the first class that 
turns the scale; at the higher stage of 
development, it is the second.’’ Furthennore, “This 
(capitalist) mode is based on the dominion of man 
over Nature. Where Nature is too lavish, she 
‘keeps him in hand, like a child in leading- 
strings.’ She does not impose upon him any 
necessity to develop himself. It is not the tropics 
with their luxuriant vegetation, but the 
temperate zone, that is the mother country of 
capital. It is not the fertility of soil, the variety of 
its natural products, the changes of the seasons, 
which form the physical basis for the social 
division of labour, and which, by changes in the 
natural surroundings, spur man on to the 
multiplication of his wants, his capabilities, his 
means and modes of labour. It is the necessity of 
bringing a natural force under the control of 
society, of economising, of appropriating or 
subduing it on a large scale by the work of man’s 
hand that first plays the decisive part in the 
history of industry. Examples are the irrigation 
works in Egypt, Lombardy, Holland, or in India and 
Persia where irrigation by means of artificial canals, 
not only supplies the soil with the water 



indispensable to it, but also carries down to it in the 
shape of sediments from the hills, mineral 
fertilisers....” (Marx, ‘Capital’, Volume I.) 
b. According to Marx, “Once men finally settle down, 
the way in which to a smaller degree this original 
community is modified, will depend on various 
external, climatic, geographical, physical etc. 
conditions as well as on their special natural make¬ 
up - their tribal character.” (Marx, ‘Pre-Capitalist 
Formations’.) Marx mentions three ways in which 
to a smaller degree this original community was 
modified depending on various external 
....natural make-up. “Where the fundamental 
relationship is the same, this form can realise itself 
in a variety of ways.” 

i. Asiatic fundamental form: “Its foundation 
is tribal or common property in most cases 
created through a combination of 
manufacture and agriculture within the small 
community which thus becomes entirely 
self-sustaining and contains within itself all 
conditions of production and surplus 
production. 

Since the unity is the real owner and the real 
pre-conditions of common ownership, it is 
perfectly possible for it to appear as 
something separate and superior to the 
numerous real, particular communities. 
....The despot here appears as the father of 
all the numerous lesser communities, thus 
realising the common unity for all. It 



therefore follows that the surplus product 

belongs to this highest body. 

Part of the surplus labour belongs to the 
higher community, which ultimately appears 
as a person. This surplus labour is rendered 
both as tribute and as common labour for the 
glory of the unity, in part that of the despot, 
in part that of the imagined tribal entity of 
the God. In so far as this type of common 
property is actually realised in labour, it can 
appear in two ways. The small communities 
may vegetate independently side by side, 
and within each individual labours 
independently with his family on the land 

allotted to him.(Slavonic and Rumanian 

communities..) Secondly the unity can 
involve a common organisation of labour 
itself (Mexico, particularly Peru, ancient 
Celts and some tribes of India). 
....Furthermore, the commonality within the 
tribal body may tend to appear either as a 
representation of its unity through the head 
of the tribal kinship group, or as a 
relationship between heads of families. 
Hence, either more despotic or a more 

democratic form of the community.The 

communal conditions of real appropriation 
through labour, such as irrigation systems, 
means of communications etc. will then 
appear as the work of the higher unity - the 
despotic government which is poised above 



the lesser communities ....Cities in the 
proper sense arise side by side of these 
villages only where the location is 
particularly favourable to external trade, or 
where the head of the state and his satraps 
exchange their revenue (the surplus 
product), against labour, which they expend 

as labour funds.” (Marx, ‘Pre-Capitalist 

Formations’.) 

This was in brief Marx’s perception about 
Asiatic societies that grew out of original 
tribal communities’ settlements gradually. 
Romanic form: The second form was 
Roman and like the first it has given rise to 
substantial variations, local, historical etc. 

“It is the product of the more dynamic 
historical life, of the fate and modification of 
the original tribes. 

The community is here also the first pre¬ 
condition but unlike our first case, it is not 
here the substance of which the individuals 
are mere accidents or of which they form 
mere spontaneously natural parts. The basis 
here is not the land, but the city as already 
created seat (centre) of the rural population 
(landowners). The cultivated area appears as 
the territory of the city; not as in the other 
case, the village as a mere appendage to the 

land.The difficulties encountered by the 

organised community can arise only from 
other communities which have either 



already occupied the land or disturb the 
community in its occupation of it. War is 
therefore the great all-embracing task, the 
great communal labour, and it is required 
either for the occupation of the objective 
conditions for living existence or for the 
protection and perpetuation of such 
occupation. The community consisting of 
kinship groups is therefore in the first 
instance organised on military lines, as a 
warlike military force, and this is one of the 
conditions of its existence as a proprietor. 
Concentration of settlement in the city is the 
foundation of this warlike organisation. 

The nature of tribal structure leads to the 
differentiation of kinship groups into higher 
and lower, and this social differentiation is 
developed further by the mixing of 
conquering and conquered tribes, etc. 
Common land - as state property, ager 
publicus - is here separate from private 
property. The property of the individuals, 
unlike our first case, is here not direct 
common property, where individual is not 
an owner in separation from the community, 
but rather its occupier. Circumstances arise 
in which individual property does not 
require common labour for its valorisation 
(e.g., as it does in the irrigation system of 

the Orient).The community - as a state - 

is on the one hand, the relationship of these 



free and equal proprietors to each other, 
their combination against the outside world 

- and at the same time their safeguard. 

To be a member of the community remains 
the pre-condition for the appropriation of 
land, but in his capacity as member of the 
community, the individual is a private 
proprietor. 

There is concentration in the city, with the 
land as its territory; small scale agriculture 
producing for immediate consumption; 
manufacture as the domestic subsidiary, 
labour of wives and daughters (weaving and 
spinning) or achieving independent 
existence in a few craft occupations.” (Marx, 
‘Pre-Capitalist Formations’.) 

Such was the Roman social formation. 
Germanic form: “Here the member of the 
community as such, is not, as in the 
specifically orient form, co-owner of the 
communal property. Neither is the land 
occupied by the community as in the 

Roman, Greek form as the Roman land. 

True, the ager publicus, the common land or 
people’s land, occurs among the Germans 
also, as distinct from the property of the 
individuals. It consists of hunting grounds, 
common pastures or woodlands etc., as that 
part of the land which cannot be partitioned 
if it is to serve as a means of production in 
this specific form. However, unlike the 



Roman case, the ager publicus does not 
appear as the particular economic being of 
the state, by the side of the private owners - 
who are properly speaking private 
proprietors as such in so far as they have 
been excluded from or deprived of the use of 
the ager publicus, like the plebeians. The 
ager publicus appears rather as a mere 
supplement to individual property among 
the Germans, and figures as property only in 
so far as it defended against hostile tribes as 
the common property of the one tribe. The 
property of the individual does not appear to 
be mediated through the community, but the 
existence of the community and of 
communal property as mediated through - 
i.e. as a mutual relations of - the 

independent subjects.In the Germanic 

form the agriculturist is not a citizen, i.e. not 
an inhabitant of cities, but its foundation is 
the isolated, independent family settlement, 
guaranteed by means of its association with 
other such settlements by men of the same 
tribe, and their occasional assembly for 
purposes of war, religion, the settlement of 
legal disputes etc. which established their 
mutual surety.” (Marx, ibid.) 

After delineating the differences among these three 
fundamental forms, Marx narrates their basic commonality 
also where landed property and agriculture form the basis 
of the economic order and consequently the economic 



object is the production of use-values, i.e. the re-production 
of the individual in certain different relationships to his 
community, of which it forms the basis. 

Describing the dissolution of these forms, Marx further 
wrote, “Production itself, the advance of population (which 
also falls under the head of production), in time necessarily 
eliminates these conditions, destroying instead of 
reproducing them etc., and as this occurs, the community 
decays and dies, together with the property relations on 

which it was based. The Asiatic form necessarily 

survives the longest and most stubbornly. This is due to 
the fundamental principle on which it is based, that is, that 
the individual does not become independent of the 
community; that the circle of production is self-sustaining, 
unity of agriculture and craft manufacture, etc. 

In all these forms the basis of evolution is the re-production 
of relations between individual and the community 
assumed as given - they may be more or less primitive, 
more or less result of history but fixed into tradition - and a 
definite, predetermined objective existence, both as 
regards the relation to the conditions of labour and the 
relation between one man and his co-workers, fellow 
tribesmen etc. Such evolution is therefore from the outset 
limited, but once the limits are transcended, decay and 
disintegration ensue. Evolution of slavery, concentration of 
landed property, exchange, a monetary economy, conquest 
etc., as among the Romans. All these appeared nevertheless 
up to a point to be compatible with a base, and merely 
innocent extension of it or else mere abuses arising from 
it.” (Marx, ibid.) 




It appears from the above-quoted large passages from 
Marx’s ‘Pre-Capitalist Formations’ that Asiatic, Roman 
and Germanic forms were particular ways in which 
original tribal communities gradually settled in a 
process under different conditions - a historical epoch 
between primitive tribalism and civilisation in which class 
society and state as the product of irreconcilable class 
contradictions and as a means of class oppression were yet 
to take shape in its full-fledged form. Ingredients of classes 
and state were certainly in the making. It is in this context 
that Engels described Asiatic form “as a process of 
formation of classes with the separate individual rulers 
uniting into a ruling class.” (Engels, ‘Anti-Duhring’.) 

Second, of all these forms, feudalism growing out of 
Romanic and Germanic formations was more conducive to 
the growth and development of capitalism, while feudalism 
based on Asiatic foundations has least potential for such 
development. Slavery and serfdom based on Asiatic form 
did not very much shake the foundations of tribalism (i.e. 
making individual independent of community and breaking 
the self-sustaining circle of production). As Marx wrote, 
“Slavery and serfdom are simply further developments of 
property based on tribalism. They necessarily modify all its 
forms. This they are least able to do in the Asiatic form.” 
(Marx, ‘Pre-Capitalist Formations’.) 

Feudalism is a mode of production which arose at a 
certain point of development of productive forces and 
its main characteristic was extraction of surplus from 
peasant communities/individuals through rent (labour 
rent, rent in kind and money rent) and other extra- 



economic coercive methods by a class of surplus 
appropriators. 

In this mode, peasants (individuals or communities) own or 
possess, or partly own and partly possess, means of 
production which gave a fillip to the development of 
productive forces. New areas were annexed, forests cleared, 
new settlements took place and agricultural production got 
a new impetus. It is correct that the term ‘feudalism’ was 
linked with the process of sub-feudatory stratifications, i.e. 
creation of multiple hierarchical rights in land, but later on 
this term began to be used as a general historical period in 
which neither slave labour nor wage labour dominate, 
rather cultivating peasants tied with landlords i.e. serf 
labour is the dominant form. 

Many historians (e.g. R S Sharma) link feudalism with the 
process of sub-feudatory stratifications and hence, for them 
feudal mode existed in India only between 4 th -5 th century 
AD to the Sultanate, because during this period land grants 
to Brahmans/Buddhist monasteries etc., assumed larger 
proportions and these donated lands virtually became 
private estates or fiefs. Multiple hierarchical rights took 
shape in many places and landlords used to collect all kinds 
of taxes, etc. and enjoyed power of eviction or of forcing 
people to work. This changed with the coming of the 
Muslim rulers who centralised the control of land and 
revenue. 

But this mode of thinking is too much obsessed with the 
specific European model of feudalism. If feudalism is to be 
taken as a definite mode of surplus extraction, then 
certainly India between the Mauryan period and coming of 



the British can be safely characterised as feudal one. 
Sometimes, particularly in the Mauryan period and up to 
the early Gupta period, the state appears as the supreme 
landlord which had not a simple tributary relationship with 
the peasants but, with all its satraps, it was claimant to the 
surplus which was largely extracted in the form of tax-rent. 
Largely similar was the situation in Sultanate or in 
centralised Mughal Empire. But in later Gupta period up to 
the Sultanate and in later part of the Mughal Empire, 
multiple hierarchical rights came into being along with 
private landownership at various places. Marx himself 
noted this phenomenon in some of his writings. D D 
Kosambi describes these two phases as ‘feudalism from 
below’ and ‘feudalism from above’ respectively. Moreover, 
India being a country of continental expanse, of immense 
geographical diversity, and being home to thousands of 
communities at different levels of development, uniform 
land relations naturally did not exist - there were all sorts 
of land rights and entitlements in different regions and 
periods. 

In a nutshell: 

i. Asiatic, Roman and Germanic forms were the 
particular modes in which original tribal 
communities finally settled. The ruins of 
Mohenjo-daro and Harappa, it seems, testify the 
existence of Roman form in the Indus valley. In 
the hilly regions, even the existence of 
Germanic form can well be found. Aryan tribal 
communities settled in Asiatic form. The 
increasing use of iron since 700 BC accelerated 



the pace of these settlements. Most of the 
kingdoms and republics in pre-Mauryan period 
and some tribal kingdoms up to the Mughal 
period (and even during the British rule) were 
developed primitive tribal communities based 
on this Asiatic mode in which class society and 
state were yet to take shape in their full-fledged 
form. 

ii. Slavery and feudalism that developed on the 
basis of this Asiatic formation had distinct 
characteristics vis-a-vis European (Greek) 
slavery and feudalism. 

iii. In its developing periods, feudalism based on 
this Asiatic formation, took by and large the 
form of state landlordism. Centralised state as 
the supreme lord provided favourable conditions 
for development of irrigation-based agriculture, 
and to a certain extent, for the development of 
trade, arts and science (Mauryan period where 
we see slavery existing side by side with state 
landlordism which was the dominant form, early 
Gupta period and Mughal empire during 
Akbar’s reign in particular). But developed 
irrigation-based agriculture on which the self- 
sustaining village community flourished, 
prevented the growth of commodity production 
within the village community and greatly 
restricted it even outside the community, and 
centralised monarchies which were based on 
these village communities prevented the 



development of strong middle class (burghers, 
traders etc.). 

iv. Due to external and internal factors, whenever 
centralised monarchies got weakened, the 
process of sub-feudatory stratifications set in. 
But since the objective factors responsible for 
the growth of new productive forces were 
lacking, the periods of anarchy and 
disintegration were replaced by another central 
monarchies. Some peasant revolts too took 
place but they also resulted in the establishment 
of new kingdoms. There were periods (both in 
ancient and medieval period) when trade and 
commerce, particularly external trade developed 
on large scale, but they remained confined 
within the bounds of the prevalent mode of 
production. Some developments towards the 
conservative path of capitalist transformation, 
i.e. the process of mercantile interests gradually 
controlling the production of artisans and 
craftsmen, were well-discemable during the 
Mughal period and before the coming of the 
British. But still the village community based on 
caste-system as well as unscrupulous ruling 
landlords acted as a great barrier in its 
development, and moreover, conquest of the 
British blocked the path of independent 
development. 


CASTE SYSTEM 



The social organisation of labour based on these self- 
sustaining village communities was realised through 
caste-system which very much betrays the 
characteristics of tribalism. Marx writes, “Division of 
labour in a society, and the corresponding tying down of 
individuals to a particular calling, develops itself.... Within 
a tribe there springs up naturally a division of labour, 
caused by differences of sex and age, a division that is 
consequently based on a purely physiological foundation, 
which division enlarges its materials by the expansion of 
the community, by the increase of population, and more 
especially by the conflict between different tribes and the 
subjugation of one tribe by another. On the other hand 
....different communities find different means of production 
and different means of subsistence in their natural 
environment. Hence, their mode of production, and of 
living, and their products are different. It is this 
spontaneously developed difference which, when different 
communities come in contact, calls forth the mutual 

exchange of products and commodities.Social division 

of labour arises from the exchange between spheres of 
production that are originally distinct and independent of 
one another.” (Karl Marx, ‘Capital’.) 

This division of labour arising out in primitive tribal 
communities were later accommodated in village 
community sans commodity production. Indian 
communities based on blending of agriculture and 
handicrafts and on an unalterable division of labour 
served, whenever a new community was started, as a 
plan and scheme ready cut and dried. The chief part of 
production was destined for direct use by the community 



itself and did not take the form of a commodity. It was the 
surplus alone that became a commodity, and a portion of 
even that, not until it had reached the hands of the state. 
....The whole mechanism disclosed a systematic division of 
labour, where the smith, the carpenter etc. found an 
unchanging market.’ (Marx, ibid.) 

Thus, according to Marx, fractional work was converted 
into the life-calling of one man, making trades 
hereditary; either to petrify them into castes, or 
whenever definite historical conditions beget in the 
individual a tendency to vary in a manner incompatible 
with the nature of castes, to ossify them into guilds. 
“Castes and guilds arise from the action of the same 
natural law that regulates the differentiations of plants 
and animals into species and varieties, except that when 
a certain degree of development has been reached, the 
heredity of castes and exclusiveness of guilds are 
ordained as a law of society.” (Ibid) 

Development of productive forces in Indian society meant 
creation of some new settlements, proliferation of the same 
village community with its attached caste system, and with 
the development of new jobs and new occupations, 
proliferation of castes. Any qualitative development of 
productive forces required the destruction of the caste- 
based natural economy of the village communities. 

MODE OF PRODUCTION DEBATE 

1960s witnessed two important developments particularly 
in the sphere of agriculture - one, the Green Revolution, 
and the other, the Naxalbari Revolt. Both suffered severe 



setbacks in the following period. Both had all-India 
repercussions, but their implementation was limited to 
particular regions, and objectively they could strike roots in 
certain regions. In class terms, the first relied upon 
landlords, the other on agrarian labourers and poor 
peasants. In caste terms, the first brought to the fore the 
cultivating ‘intermediary’ castes as a political force, the 
other dalits and adivasis as well as backward castes 
(wherever oppressive landlords belong to high caste 
Hindus). In political terms, the first gave birth to some 
strong regional parties like Telugu Desam and farmers’ 
organisations like Shetkari Sangathana, Bhartiya Kisan 
Union etc., the other gave birth to Marxist-Leninist and 
Maoist Parties and numerous militant mass organisations. 
Both these developments have sharpened debates on the 
question of prevalent mode of production among 
intellectual circles in general, and within both these camps 
in particular. 

The strategy of Green Revolution in third world countries 
was first mooted in first world countries. So let us first look 
at what the World Bank now thinks about furthering this 
strategy. To quote World Development Report, 1981: “1. 
Adaptive research is clearly a priority for many countries; 

2. Infrastructural improvements are urgently needed. Better 
roads in particular would encourage internal trade and 
assist the diffusion of market information and technical 
knowledge; 3. Many countries pursue policies that 
discriminate against farmers. In every country, farmers - 
and particularly small holders - require a credible 
framework of incentives if they are to increase their output. 
Incentives depend primarily on prices, but other factors 



are also important. In many countries official prices 
exceed world prices at official exchange rate; yet delays in 
payment of crops, costly inefficiencies in transport, storage 
and marketing significantly reduce the prices farmers 
actually receive. Food prices in the free market commonly 
exceed official prices but are unstable and unpredictable 
and depend on private trade and distribution which is often 
officially discouraged. Government domestic procurement 
and distribution, on the other hand, is frequently inadequate 
to support prices at harvest time, and a major drain on the 
budget and scarce administrative resources. Erratic import 
procurement can also destabilise prices. And even when 
farmers do increase their incomes, there are often few 

consumer goods and services available in rural areas. 

5. Inequitable land tenure arrangements can both reduce 
incentives (when, for example, tenants do not receive the 
benefits of innovation and increased production) and 
exclude the landless poor from productive employment and 
higher incomes; 6. The discrimination against farming goes 
beyond the incentive system. Agricultural extension 
services are frequently underfinanced and inadequately 
staffed, often as the result of neglect rather than any 
deliberate intention to downgrade agriculture; 7. Many 
countries wanting to give priority to agriculture have not 
adopted appropriate strategies. Frequently this results from 
a failure to appreciate the potential of the small farmer. 
Also, many projects directed at small farmers have been 
overdesigned, excessively complex and have not taken 
adequate account of the existing farming system: the fact 
that food crops are often grown by women, for example, is 
frequently overlooked.” 



Here we have a vivid picture of the general course to be 
followed by developing countries that have already 
undergone green revolution, as per World Bank guidelines. 

As noted earlier, Naxalbari revolt and subsequent agrarian 
struggles accelerated the process of investigation and study 
of Indian agriculture. A fierce debate ensued among 
economists regarding the question of prevalent mode of 
production. Basing on their understanding of the present 
mode of production, they offered their own solutions for 
resolving the agrarian crisis. First, let us survey the main 
points of debate in brief. 

One school regards the prevalent mode of production in 
agriculture as capitalist. For Andre Gunder Frank, one of 
the chief proponents of this school, ‘all countries 
dominated by imperialism entered the network of world 
capitalist exchange relationships, and also thereby 
experienced generalised commodity production to a greater 
or lesser degree. Therefore all these countries are 
capitalist.’ Paresh Chattopadhyaya confirms this 
conclusion but from another angle, ‘Capitalism is the 
highest stage of commodity production where labour power 
itself becomes a commodity. There is no need to specify 
separately accumulation and investment of surplus value.’ 

Another school regards it semi-feudal. For Amit Bhaduri, 
four prominent features of these semi-feudal relations are - 
share-cropping, perpetual indebtedness of small tenants, 
usury and landownership in the hands of the same 
economic class, and lack of accessibility to the market for 
small tenants. He visualises four possible developments in 
future - continued stagnation, adoption of new technology 



together with rent increases, gradual development of 
capitalist relations, or even a peasant revolt. While Utsa 
Patnaik emphasises on lack of re-investment of surplus 
value in agriculture, Pradhan H Prasad emphasises on the 
existence of attached workers, indebtedness and share- 
cropping. For him, usury is practised mainly to perpetuate 
the indissoluble bond between the direct producer and his 
overlord. Nirmal Chandra and Ranjit Sau view it from 
yet another angle - the determination of small peasants to 
continue cultivation, no matter how meagre the returns, 
because of the lack of other possibilities. “In the absence of 
alternative job opportunities in industry, the small peasants 
would hold on to their land by reducing consumption to an 
unbelievable minimum. Increasing returns to scale or no 
increasing returns to scale, the capitalist farmers would face 
insuperable barriers in ousting the small farmers.” 

Yet for some others, mode of production in Indian 
agriculture is colonial. According to Jairus Banaji, ‘Their 
(colonies) chief historical function was to finance primary 
accumulation outside the colonial world. They served as 
the circuits through which capital was drained out of the 
colonies in the form of bullion, consumption goods, raw 
materials and so on. They transmitted to the colonies the 
pressures of the accumulation process in the metropolis 
without unleashing any corresponding expansion in the 
forces of production.’ Later Banaji shifted to the concept of 
capitalist mode. 

And lastly, Sharat G Lin advanced his ‘dual mode of 
production’ theory: two primary modes - pre-capitalist and 
capitalist - interpenetrate generating a single mode with 



dual character having at once both accommodating and 
conflicting internal dynamics. 

[Above summary of the mode of production debate is based 
on Alice Thorner’s article ‘Semi-feudalism or Capitalism? 
Contemporary Debate on Classes and Modes of Production 
in India’, Economic and Political Weekly, December 4, 
1982; December 11, 1982; and December 18, 1982.] 

Before going into discussions on this mode of production, it 
is imperative to bear in mind following points so as to 
guard against any over-simplification. 

i. India has thousands of years of history and a 
well-entrenched Asiatic feudalism with specific 
Indian characteristic like the caste-system - this 
fact could not have been wished away by the 
British colonialists. It was not a virgin land on 
which capitalist commercial agriculture could 
have been developed as was the case in 
Australia, Canada or even America. Neither was 
it a sparsely populated backward tribal area like 
Africa or Latin America where multinationals 
could have just opened up their neo-colonial 
captive agrarian areas. These things can take 
place only marginally here. 

ii. When the British came, Indian agrarian 
economy was in itself feudal based on Asiatic 
foundations and specific Indian characteristic 
like the caste-system. It was to be gradually 
transformed into an agrarian economy for 
colonial interests. Following contradictions 
operated throughout the colonial period: a) 



Contradiction within the feudal economy - i. 
Between peasants (almost exclusively belonging 
to sudra castes, and tribal communities) as well 
as certain sections of commercial interests 
(, baniyas ), and landlords (almost exclusively 
consisting of high caste Hindus and Muslims); 
and ii. Among various sections of landlords; b) 
contradiction between independent development 
of feudal economy and requirements of British 
colonial interests; and c) Contradiction within 
the British colonial camp (contradiction 
between mercantile and industrial interests, and 
among various sections of finance capital, etc.). 

The development of agrarian economy under colonial 
period took shape through the operation of these 
contradictions and a correct understanding of various 
administrative and legislative measures of the colonial 
government can be achieved only through the correct 
understanding of the operation of these contradictions. 
Moreover, these new developments to a great extent 
destabilised the existing order, and provided scope for the 
depressed castes to assert themselves - it gave birth to a 
series of new alignments and re-alignments, peasant and 
tribal revolts and a spate of social movements across the 
country. 

Utilising the contradiction (a), the East India Company 
established its political supremacy and through Permanent, 
Ryotwari and Mahalwari settlements, it tried to resolve the 
contradiction (b). Rent was divided between landlords and 
colonial masters (with the latter taking the lion’s share), 



agriculture was commercialised without abolishing the 
existing mode of production, export of cheap raw materials 
was financed through this revenue income. Apart from 
vagaries of monsoon, Indian agriculture came to bear the 
brunt of changing colonial interests, increasing immense 
pressure on peasantry, and resulting in periodic famines, 
unprecedented death and destruction. 

Marx himself noted this process in following words: 
‘Capitalist production makes the sale of products the main 
interest, at first apparently without affecting the mode of 
production itself. Such was for instance the first affect of 
capitalist world commerce on nations such as the Chinese, 

Indians, Arabs etc.The sudden increase in the demand 

for cotton, jute etc. due to the American Civil War, led in 
many parts of India to a severe restriction of rice culture, a 
rise in price of rice, and a sale of the producers’ old rice 
supplies. To this must be added the unexpected export of 
rice to Australia, Madagascar etc. after 1864-66. This 
accounts for the acute character of the famine of 1866, 
which cost the lives of a million people in the district of 
Orissa alone.’ (Karl Marx, ‘Capital’, Volume II, pp. 36 and 
143-4.) The same happened in the case of indigo 
plantations. In the early years of the 20th century, when 
indigo plantation lost its relevance, large tracts of land 
which were earlier forcibly cleared for plantations, reverted 
back to food-grain production. 

With the ascendancy of industrial bourgeoisie in Britain 
and later on of finance capital, situation changed 
considerably. Industrial bourgeoisie needed a market for its 
industrial goods and finance capital an outlet for the export 



of capital. Pressure on rent collection decreased, instead 
some consolidation of peasant holdings was considered 
imperative. First the monopoly of East India Company was 
broken and India was directly brought under the British 
Crown. Second, in the rent disputes between landlords and 
ryots which increased considerably in the latter half of the 
19 th century, the administration often seemed to sympathise 
with the ryots. Later on many tenancy acts were enacted 
which were aimed at checking the arbitrariness of landlords 
as well as at providing certain stability to particularly well- 
to-do occupancy ryots who were themselves either 
landlords of rich peasants. These tenancy acts were yet 
another attempt to resolve the contradiction (b) in the 
background of the intensification of contradiction (a) 
(peasants’ and tribal revolts as well as other movements of 
occupancy ryots). Government’s industrial policy in this 
period was formulated in view of resolving the 
contradictions (b) and (c). 

With the rise of multinationals and their shifting a part of 
their activities to third world countries (through 
subsidiaries etc.), a new situation arose. Multinationals 
were tempted to shift some of their operations in third 
world countries precisely due to the fall in the average rate 
of profit in ‘metropolitan centres’ as well as (due to feudal 
survivals) availability of cheap labour and raw materials in 
the ‘peripheral (erstwhile) colonies’. Second, the rise of 
multinationals was accompanied with the expansion of 
market, particularly in the period of industrial boom. This 
expansion of market could not have been achieved without 
altering the existing semi-feudal set-up. Hence, the two¬ 
fold tasks of preserving feudal survivals and expanding the 



market (of altering the semi-feudal set-up without 
abolishing feudal remnants) was to be achieved. Third, as 
feudalism begets feudalism, by that time, a strong class of 
landlords from among the ryots had already emerged and 
proved its political worth in the national as well as 
peasants’ movements of the time. 

So the above-mentioned task was accomplished through the 
abolition of zamindari, and handing over power to this new 
class of landlords, and as this was not enough, through 
creation and expansion of market as per Keynesian model 
of state intervention and deficit financing. The latter gave 
birth to a new breed of bureaucrat capital. 

Semi-feudalism in India is a mode of production which 
arose under conditions of colonial conquest. It 
considerably weakened the prevalent Asiatic feudalism 
without supplementing this process with indigenous 
development of productive forces; the development of 
productive forces that took place was guided more or 
less by colonial mercantile/industrial/finance capital’s 
interests. 

‘Capitalist production’, Marx said, ‘first of all makes the 
production of commodities general and then, by degrees, 
transform all commodity production into capitalist 
commodity production.’ First colonial mercantile interests, 
and then finance capital performed, to some extent, the first 
task, but it did not perform the second one by virtue of its 
very character. 

Semi-feudalism is a mode of production through which 
a considerable part of surplus produced by peasantry is 



still grabbed by landlords (through labour rent, rent in 
kind and money rent), usurers (as interest, in many 
cases the landlords being the usurers) and commercial 
interests (through monopoly prices); thereby 
considerably weakening the internal accumulation of 
capital and paving the way for the penetration of 
finance capital. 

Semi-feudalism is a mode of production through which 
another part of the surplus produced by the peasantry 
passes into the hands of bureaucrat capital and 
imperialists (finance capital) - the part of the surplus 
that enters into commodity market and a part through 
interest on institutional credit and finance. 

We have already seen how in the particular conditions of 
Indian feudalism, social organisation of labour was realised 
through the system of caste, a system which least modified 
the tribal features. Later on, a distorted capitalist 
commodity economy was superimposed on this feudal 
society. Society remained divided along caste/religious 
lines and it later influenced the development of a new 
social organisation of labour based on capitalist commodity 
production. 

Marwaris, Parsis etc. who were least developed agrarian 
communities and were traditional business communities 
assumed top position in the new mode of production. In 
colonial period, dispossessed peasants and artisans (mostly 
backward castes) joined the ranks of industrial working 
class. Even a section of upper caste peasantry, who were by 
custom forbidden to plough land, preferred to do 
manual/office jobs outside agriculture. ‘Lowly jobs’ were 



still by and large reserved for untouchable castes. In this 
way, the very composition of new workforce was 
influenced by the prevailing caste system on the one hand, 
and these developments weakened the existing caste 
structure on the other hand. 

Development of industries, colonial education system (as a 
necessary adjutant to such industries as well as colonial 
state machinery), weakening of the village community, 
movements of dalits, tribal communities and backward 
castes for social uplift, dignity and political empowerment, 
trade union and working class movements, landlord path of 
capitalist development in agriculture, development of 
bureaucrat capital along with a new breed of professional 
managerial class, rise of educated middle class, 
intellectuals, farmers etc. from among the hitherto 
backward castes, and even to some extent from among the 
dalits and tribal communities, affirmative action, universal 
adult franchise and democratic institutions, etc. - all these 
developments are paving the way for social, economic, 
political and cultural restructuring of the Indian society. 
Occupation base of the castes are largely undermined and 
hierarchies have been strongly challenged. Castes are now 
more kinship-based endogamous social communities. Yet 
due to historical reasons, dalit, backward castes and 
adivasis are still grossly under-represented in different 
fields of society. Caste discrimination and atrocities 
(particular in case of dalits) still persist, they constitute the 
largest part of the people living below the poverty line 
devoid of basic health services and educational 
opportunities, their representation in higher education, 
administration, in the higher echelons of trade and industry 



is almost negligible, and their cultural symbols, languages, 
history and tradition are still more or less neglected. This 
state of affairs has so far prevented Indian society from 
realising its vast productive potential, and has hindered 
flowering of its rich, diverse arts and culture. 

[These notes (here presented in somewhat abridged form) 
were written in March 1985.] 





APPENDIX 


1. INDUSTRIALISATION IN INDIA, 1833-1990 


INTRODUCTION: 

From about 1780 onwards, the East India Company’s 
export trade came in for bitter criticism from the rising 
industrial interests in England. In the closing years of the 
18 th century, prohibitive tariffs were imposed on Indian 
cotton manufactures and in 1810 inland transit duties were 
enhanced. After the opening of trade under the Charter 
Act of 1813, India was inundated with British 
manufactures and this led to the decline of native 
handicrafts and cottage industries. East India Company 
then shifted its attention to raw cotton, sugar, indigo, 

Opium and jute. But the more the industrial interest became 
dependent on the Indian market, the more it felt the 
necessity of creating fesh productive powers in India, after 
having ruined her native industry. By 1850 their trade 
showed signs of actual decline. They found out that the 
power of consuming their goods was contracted in India to 
the lowest possible extent. 

It was in this background that one can grasp the 
significance of the Charter Act of 1833. By this Act, the 
EIC was divested of all its commercial activities and this 



Act opened the way for import of capital from England 
(although there was no net flow of British capital in India 
till 1848). After the Act, the trade of the country came to be 
organised in the private sector represented almost entirely 
by European agency houses and banks. To raise fresh 
productive powers, attempts were made to induce British 
zamindar entrepreneurs to develop commercial farming, ut 
they could not succeed. Attempts to develop industrial 
enterprises by some British and Indian entrepreneurs, too, 
could not make much headway. Despite all the failures and 
abortive attempts, the period between 1833 and 1853 can 
be taken as the gestation period for the development of 
modem industrial ventures in our country. 

Accumulation of wealth in the hands of merchants, money¬ 
lenders and sections of landlords; sections of pauperised 
population being set free due to the decline of handicrafts, 
disbandment of feudal armies, etc.; growing intercourse 
between India and Britain at various levels; and finally the 
Charter Act of 1833 - due to all these factors, we witness a 
certain development of entrepreneurship in this period. In 
the given conditions, they catered to the needs of EIC and 
urban population. Some of them died a natural death due to 
lack of capital and appropriate technology while some 
others were forced to close down by British industrial 
interests (e.g. Indian ship-building industry). 

THE FORERUNNERS: 

Entrepreneurial activities in Bombay, Bengal and Madras 
Presidencies: 



i. The Wadias and the rise and decline of their 
ship-building industry in Bombay. 

ii. Other Parsi entrepreneurs of Bombay including 
Sorabjee Shapurjee and Pallonjee Bomanjee 
Pankhiwallah who had a fairly large carriage¬ 
making establishment that flourished till the 
arrival of motor cars in the 20 th century. 

iii. Attempts of Mr J M Heath, a retired Company 
official and a friend of the great English novelist 
Charles Dickens to set up the Indian Steel, Iron 
and Chrome Works (1833). He succeeded in 
starting three enterprises at Porto Novo (South 
Arcot), at Baypur (Malabar) and at Palampatti 
(near Salem), but they could not survive. 

iv. The entrepreneurial activities of Dwarkanath 
Tagore, attempts of some Britishers to start iron 
works in Bengal, and other such activities. 

v. The organisation of Chamber of Commerce in 
Calcutta (1833), Bombay (1836) and Madras 
(1836). Such Chambers of Commerce became 
essential after the withdrawal of the EIC from 
trading activity (Charter Act of 1833). 

vi. Organisational form of business concerns - 
apart from chiefly family concerns, joint-stock 
companies too appear in this period. But the 
principle of limited liability was not yet 
introduced. This principle was not introduced in 
the 1845 and 1850 Acts. 

vii. Communication and other infrastructural 
activities - Calcutta and Bombay were 
connected by road in 1842. At about the same 



time Bombay-Agra road link was completed. 
Surveys were carried out for the construction of 
railway lines in Eastern and South-Western 
India (1844-45). The first contract was entered 
into between the EIC and the Great Indian 
Peninsula Railway Company, 
viii. Rise of new business communities, e.g. Parsis, 
Bohras, etc. 

THE LEAP, 1853-1913 

Industries that came up in the second half of the 19 th 
century did not die down. Rather a class of Indian 
entrepreneurs emerged, and in the next hundred years some 
of them developed into big industrial houses. The stable 
foundations of this phenomenon were laid in this period. 
After the Opium Wars, Bombay merchants suffered a 
setback. Parsi shipping companies declined. Bengal’s 
internal trade too had shrunk due to various reasons. So 
these mercantile interests were searching for new avenues 
of investment. At the same time, far-reaching changes were 
taking place in Britain’s industrial arena, and Birmingham 
was fast emerging as a new centre in place of Lancashire 
and Manchester. Already imports from Britain were at two 
levels - one of consumer goods, and the other of 
instruments of labour. Consumption of latter imports meant 
industrial production. Export of capital from Britain had 
primarily begun, and Indian merchants, who used to trade 
in commodities, now began trading in capital, and that 
meant a great change. 

1853 marked a turning point in the development of 
industrial ventures in India. Bombay-Thane section of the 



Railways was officially opened to traffic this year. 
Telegraph service too became operational. It was around 
this period (1851) that the Bombay Textile Mill, 
established by a Parsi merchant Cowasji Nanabhoy Davar 
became the pioneer of similar enterprises in that region. By 
1913-14, there were altogether 264 textile mills employing 
over 2.66 lakh people. The capital invested in the industry 
stood at 21.5 crores plus £ 636.3 million. The first jute 
spinning mill was set up at Rishra in Bengal in 1855. By 
1920s, the number of Jute mills went up to 98 employing 
3.43 lakh persons. Textile and jute dominated this period of 
industrialisation. Apart from these industries, machine 
made paper was introduced in 1870 with establishment of 
Bally mills (Bengal), and manufacture of leather by the use 
of modem methods started in 1860 with the establishment 
of Government Harness and Saddlery Factory at Kanpur. 
Woollen Mills came into existence in 1876. Coal mining 
(beginning in 1820 at Raniganj) spread to other coalfields 
and by the beginning of 20 th century, the number of coal 
mines rose to over 300 employing over 85,000 workers. 
Engineering units, mainly catering to the needs of the 
railways, too, came up, and cement manufacturing started 
in 1904. These were the main industrial developments of 
this period. (The establishment of the Tata Iron and Steel 
Company will be dealt with separately.) 

Joint stock-company with limited liability of shareholders 
became possible after 1857. The phenomenon of managing 
agency firms which became not merely repositories of 
industrial and commercial expertise, but also the owners of 
a substantial capital fund. Changes in the composition of 
indigenous and foreign capital, chambers of commerce and 



industries associations, banking operations, and of course, 
government finance and currency.... (this period begins 
with the declaration of January 1, 1853 making gold coins 
unacceptable to public treasuries - the silver Rupee was the 
only official currency; and ends with the establishment of 
Gold Exchange Standard which was operationally a sterling 
exchange standard. Development in the spheres of transport 
and communication and foreign trade. 

THE TATA CALLING: 

Jamshedji Tata’s the Tata Iron and Steel Company was 
registered in 1907 and began to produce steel on regular 
basis by 1913. After a few abortive attempts, India finally 
became able to go steel - this was an industrial venture of 
its own kind in the then colonial and semi-colonial 
countries. The success of TISCO not only encouraged a 
few others to venture in this field (e.g. Messrs. Burn and 
Company floated Indian Iron and Steel company in 1922, 
the United Steel Corporation of Asia was registered in 
1921) but gave birth to many new engineering units as 
well. 

BETWEEN THE WARS, 1914-1939 

Spurt in industrial activity was witnessed during and after 
the First World War. New industries like iron and steel, 
engineering, chemical, cement, glass etc. came up and a 
few industrial houses became well-established (like the 
Tatas, Birlas, Bajaj, Walchand Hirachand, Sarabhais, 
Shrirams, Kirloskars, etc.) and Chamber of Commerce was 
organised on the national basis. By 1939-40, there were 
10,368 joint-stock companies registered in British India 



with a paid-up capital of Rs 2,885 million. There had been 
sizeable expansion of roads and railways, banks and 
insurance companies, posts and telegraph, share markets 
etc. Even during the worldwide depression, industrial 
production in India continued its upward trend. 

BRACING UP FOR THE NEW LEAP, 1940-1956 

During the Second World War, Indian industrial houses, on 
the one hand, started negotiations and forged new 
relationship with transnational corporations and, on the 
other hand, began to discuss strategies for the post¬ 
independence period. In 1944, leading Indian 
industrialists including JRD Tata, Birla, Shriram, 
Lalbhai drafted the famous Bombay Plan. The Bombay 
Plan gave the public sector a wider scope of activities 
suggesting that the key industries as well as defence 
industry and the infrastructure be included in the public 
sector, and that an effective system of state control be 
established over the private sector. It was also suggested 
that after commissioning had been completed the 
government could sell the new enterprises to private 
persons. 

Industrial developments during the Second World War and 
in the initial years of independence (till the adoption of the 
Industrial Policy Resolution of 1956). This Resolution 
accorded public sector the commanding position in the 
economy aimed at building ‘socialistic pattern of society’. 


THE COMMANDING HEIGHTS, 1956-1980 



Massive expansion of state sector took place in the post¬ 
independence period. The role of state sector as the 
commanding heights of the Indian economy can be 
gauzed from the following facts - the percentage of state 
sector in various spheres till 1980 was as follows: (a) 
Capital goods: i. Saleable steel - 77%, ii. Steel ingots - 
78%, iii. Non-ferrous metal (except aluminium) - 100%, iv. 
Mining machinery - 89%, v. Heavy electrical equipment 
and machinery - 100% etc.; (b) Energy: i. Lignite - 100%, 
ii. Coal - 97%, iii. Uranium - 100%, iv. Electricity, Gas 
and Water Supply - 83%; (c) Minerals: i. Phosphate, 
Diamond, Pyrite, Sulphur - 100%, ii. Gypsum - 79%, iii. 
Copper, Gold, Silver, Lead, Zinc - 100%; (d) Banks: more 
than 91%; etc. Moreover, government financial institutions 
controlled 50% or more than 50% shares of the top 300 
companies by that time. 

In 1950-51, the percentage of public sector in the total 
capital accumulation (Rs 954 crores) in our country was 
only 27% (Rs 259 crores) which soared to around 50% in 

1978- 79 (Rs 11,718 crores out of the total accumulation of 
Rs 23,618 crores). But during the same period there had 
been no increase in public sector savings - in 1950-51, out 
of the total savings, public sector accounted for Rs 1.68 
crore (17%) and private sector Rs 807 crores (83%); and in 

1979- 80, the ratio remained the same with the public sector 
saving Rs 4015 crores (17%) and private sector saving Rs 
19,040 crores (83%). 

Another dimension of this growth of state sector was the 
development of new industrial centres, cities and zones as 
well as the development of fairly large defence sector. It 



was in this period that India moved into nuclear and space 
age. 

Private sector too continued to grow, and a few new 
industrial houses (e.g. the Ambanis) came into the scene 
during this period. 

TOWARDS NEW FRONTIERS 

Indian industrialists’ venture into new fields like 
petrochemicals, optic fibre, oil exploration, hydraulic 
equipments, electronics, pharmaceuticals, biotechnology, 
space and marine technology. Research and Development 
activities (both in-house and general). The concern for and 
constraints of technological innovations. R&D works in the 
sphere of solar and wind energy, laser technology, 
superconductivity, nuclear and space technology, robotics, 
biotechnology, pollution-free and environmentally safe 
‘green’ technology, etc. Introduction of modem 
management techniques. The system of self-maintenance, 
self-inspection and multi-trade service, small group 
activity, quality control circles (these circles being trained 
to work with seven tools: check sheet, Pareto Diagram, 
Ishikawa cause and effect diagram, control chart and graph, 
Histogram, stratification and scatter diagram), modules 
system and technical training societies are being 
experimented. New management culture. 

Liberalisation attempts since 1980 and its impact on 
industrial activities. 


[These notes were written in 1991.] 



2. TRANSITION FROM FEUDALISM TO 
CAPITALISM IN AGRICULTURE 


A. ENGLAND: In England, serfdom had practically 
disappeared in the last part of the 14 th century. The 
immense majority of the population consisted then, and to 
still larger extent, in the 15 th century, of free peasant 
proprietors, whatever was the feudal title under which their 
right of property was hidden. (‘The petty proprietors who 
cultivated their own fields with their own hands, and 
enjoyed a modest competence ....then formed a much more 

important part of the nation than at present.Even in the 

last third of the 17 th century, 4/5 of the English people were 
agricultural.’) In the larger seigniorial domains, the old 
bailiff, himself a serf, was displaced by the free farmer. The 
wage-labourers of agriculture consisted partly of peasants, 
who utilised their leisure time by working on the large 
estates, partly of an independent special class of wage- 
labourers, relatively and absolutely few in numbers. The 
latter also was practically at the same time peasant farmers, 
since besides their wage, they had allotted to them arable 
land to the extent of 4 or more acres, together with their 
cottages. Besides, they, with the rest of the peasants, 
enjoyed the usufruct of the common land, which gave 
pasture to their cattle, furnished them with timber, fire¬ 
wood, turf etc. In all countries of Europe, feudal production 
is characterised by division of the soil amongst the greatest 
possible number of sub-feudatories. The might of the 
feudal lord, like that of the sovereign depended not on the 
length of this rent-roll, but on the number of his subjects, 
and the latter depended on the number of peasant 
proprietors. Although, therefore, the English land, after the 



Norman Conquest, was distributed in gigantic baronies, one 
of which often included some 900 of the old Anglo-Saxon 
lordships, it was bestrewn with small peasant properties, 
only here and there interspersed with great seigniorial 
domains. Such conditions, together with the prosperity of 
the towns so characteristics of the 15 th century allowed that 
wealth of the people, but it excluded the possibility of 
capitalist wealth. 

The prelude of the revolution that laid the foundation of the 
capitalist mode of production was played in the last third of 
the 15 th and first decade of the 16 th century. A mass of free 
proletarians was hurled on the labour market by the 
breaking-up of the bands of feudal retainers, who 
everywhere uselessly filled house and cattle. Although the 
royal power itself a product of bourgeois development, in 
its strife after absolute sovereignty forcibly hastened on the 
dissolution of these bands of retainers, it was by no means 
the sole cause of it. In insolent conflict with King and 
Parliament, the great feudal lords created an incomparably 
larger proletariat by the forcible driving of the peasantry 
from the land, to which the latter had the same feudal right 
as the lord himself, and by the usurpation of the common 
lands. The rapid rise in the price of wool in England, gave a 
direct impulse to these evictions. The old nobility was the 
child of its time, for which the money was the power of all 
powers. Transformation of arable land into sheep-walks 
was, therefore, its cry. 

The process of forcible expropriation of the people received 
in 16 th century a new and frightful impulse from the 
Reformation, and from the consequent colossal spoliation 



of the Church property. The Catholic Church was, at the 
time of Reformation, feudal proprietor of a great part of the 
English land. The suppression of the monasteries etc. 
hurled their inmates into the proletariat. The estates of the 
Church were to a large extent give away to rapacious royal 
favourites, or sold at a nominal price to speculating farmers 
and citizens, who drove out en masse, the hereditary sub¬ 
tenants and threw their holdings into one. The legally 
guaranteed property of the poorer folk in a part of the 
Church’s tithe was tacitly confiscated. 

The property of the Church formed the religious bulwark of 
the traditional conditions of landed property. With its fall 
these were no longer tenable. (Pauperisation of the mass of 
the people by the Reformation).... 

Even in the last decade of the 17 th century, yeomanry, the 
class of independent peasants, were more numerous than 
the class of farmers. They had formed the backbone of 

Cromwell’s strength.About 1750 the yeomanry had 

disappeared, and so had, in the last decade of the 18 th 
century, the last trace of the common land of the agriculture 
labourer. 

After the restoration of the Stuarts, the landed proprietors 
carried, by legal means, an act of usurpation, effected 
everywhere on the Continent without any legal formality. 

.... ‘The Glorious Revolution’ brought into power, along 
with William of Orange, the landlord and capitalist 
appropriators of surplus value. 

Communal property - always distinct from the state 
property - was an old Teutonic institution which lived on 



under cover of feudalism. We have seen how the forcible 
usurpation of this, generally accompanied by the turning of 
arable land into pasture land, begins at the end of the 15 th 
and extends into the 16 th century. But, at that time, the 
process was carried on by means of individual acts of 
violence against which legislation, for a hundred and fifty 
years, fought in vain. The advance made by the 18 th century 
shows itself in this, that the law itself becomes now the 
instrument of the theft of the people’s land, although the 
large farmers make use of their little independent methods 
as well. The parliamentary form of the robbery is that of 
Acts for enclosures of Commons, in other words, decrees 
by which the landlords grant themselves the people’s land 
as private property, decrees of expropriation of the people. 

Whilst the place of the independent yeoman was taken by 
tenants at will, small farmers on yearly leases, a servile 
rabble dependent on the pleasures of the landlords, the 
systematic robbery of the communal lands helped 
especially, next to the theft of state domains, to swell these 
large farms, that were called in the 18 th century capital 
farms or merchant farms, and to ‘set free’ the agricultural 
population as for manufacturing industry. 

The last process of wholesale expropriation of the 
agricultural population from the soil is, finally, the so- 
called clearing of estates i.e. sweeping men off them. 

The spoliation of the Church’s property, the fraudulent 
alienation of the state domains, the robbery of the common 
lands, the usurpation of feudal and clan property, and its 
transformation into modern private property under 
circumstances of reckless terrorism, were just so many 



idyllic methods of primitive accumulation. They conquered 
the field for capitalist agriculture, made soil part and parcel 
of capital, and created for the town industries necessary 
supply of a ‘free’ and outlawed proletariat. 

The events that transformed the small peasants into wage- 
labourers, and their means of subsistence and of labour into 
material elements of capital, created at the same time, home 
market for the latter. 

Still the manufacturing period, properly so-called does not 
succeed in carrying out this transformation radically and 
completely. It will be remembered that manufacture, 
properly so-called, conquers but partially the domain of 
national production, and always rests on the handicrafts of 
the town and the domestic industry of the rural districts as 
its ultimate base ....because it needs them for the 
preparation of raw material up to a point. It produces, 
therefore, a new class of small villagers who, while 
following the cultivation of the soil as an accessory calling, 
find their chief occupation in industrial labour, the products 
of which they sell to the manufacturers directly or through 
the medium of merchants. From the last third of the 15 th 
century one finds continually complaints, only interrupted 
at certain intervals, about the encroachment of capitalist 
farming in the country districts, and the progressive 
destruction of the peasantry. On the other hand, he always 
finds this peasantry turning up again, although in 
diminished number, and always under worse conditions. 
The chief reason is: England is at one time chiefly a 
cultivator of com, at another chiefly a breeder of cattle, in 
alternative periods, and with these the extent of peasants 



cultivation fluctuates. Modem industry alone, and finally, 
supplies in machinery, the lasting basis of capitalist 
agriculture. 

Genesis of farmer - a slow process evolving through many 
centuries. 

Bailiff - serf. 

1 

Metayer - half farmer: since second half of 14 th century. 
He advances one part of the agricultural stock, the landlord 
the other, The two divide the total product in proportions 
determined by contract. This form quickly disappears in 
England. 

1 

Farmer Proper - 16 th century: an important element in its 
development, the contracts for farms ran for a long time, 
often for 99 years. The progressive fall in the value of 
precious metals, and therefore of money, brought the 
farmers golden fruit. Apart from all the other 
circumstances, discussed above, it lowered wages. The 
continuous rise in the price of corn, wool, meat, in a world 
of all agricultural produce, swelled the money capital of the 
farmer, without any action on his part, while the rent he 
paid (being calculated on the old value of money) 
diminished in reality. Thus they grew rich at the expense of 
both of their labourers and their landlords. So, England, at 
the end of the 16 th century, had a class of capitalist farmers, 
rich, considering the circumstances of the time. 




[Source: ‘Capital’, Volume I, Chapters XXVII, XXIX and 
XXX.] 

B. RUSSIA: (Some aspects of landlord path of capitalist 
development - the combinations of the corvee and the 
capitalist systems of economy.) 

The capitalist economy could not emerge at once, and 
corvee economy could not disappear at once. The only 
possible system of economy was accordingly a transitional 
one, a system consisting of the features of both the corvee 
and capitalist systems. And indeed, the post-Reform system 
of farming practised by the landlords bears precisely these 

features.On a mass of landlord estates there is a 

combination of the two systems, which are applied to 
different farming operations. It is quite natural that the 
combination of such dissimilar and even opposite systems 
of economy leads in practice to a whole number of most 
profound and complicated conflicts and contradictions, and 
that the pressure of these contradictions results in a number 
of the farmers going bankrupt etc. All these are phenomena 
characteristic of every transitional period. 

It must be observed that sometimes the labour-service 
system passes into the capitalist system and merges with it 
to such an extent that it becomes almost impossible to 

distinguish one from the other.Life creates forms that 

unite in themselves with remarkable gradualness systems of 
economy whose basic features constitute opposites. It 
becomes impossible to say where ‘labour-service’ ends and 
where ‘capitalism’ begins. 



On peasant’s farm the renting of land is of contradictory 
significance: for some it is a profitable expansion of their 
farms; for others it is a deal made out of dire need. Now we 
see that on the landlord’s farm too, the leasing of land is of 
contradictory significance: in some cases it is the transfer 
of the farm to another person for a payment of rent; in 
others it is a method of conducting one’s farm, a method of 

providing one’s estate with manpower.Payment of 

labour where it is hired on a labour-service and bonded 
basis is always lower than under capitalist ‘free’ hire. 

Labour-service as practised in present-day landlord 
farming, should be divided into two types: i. labour-service 
that can only be performed by a peasant farmer who owns 
draught animals and implements, and ii. labour-service that 
can be performed by a rural proletarian who has no 
implements. It is obvious that for both peasant and landlord 
farming, the first and second type of labour-service are of 
opposite significance, and that the latter-type constitutes a 
direct transition to capitalism, merging with it by a number 
of quite imperceptible transitions. 

Decline of labour-service system necessitates: i. the growth 
of commodity economy, and ii. differentiation of the 
peasantry. The greater the decline of natural economy and 
of the middle peasantry, the more vigorously the labour- 
service is bound to be eliminated by capitalism. The well- 
to-do peasants cannot naturally serve as a basis for the 
labour service system, for it is only dire need that compels 
the peasants to undertake the worse-paid jobs, jobs that are 
ruinous for his own farm. But the rural proletariat are 
equally unsuitable for the labour-service system, though for 



another reason: having no farm of his own, or possessing a 
miserable patch of land, the rural proletarian is not tied 
down to it to the extent that the ‘middle’ peasant is, and, as 
a consequence, it is far easier for him to go elsewhere and 
hire himself out on ‘free’ terms i.e. for higher pay and 

without bondage at all.The development of purely 

capitalist wage-labour saps the very roots of the labour- 
service system. 

[From V I Lenin’s ‘Development of Capitalism in Russia’, 
Chapter III.] 

C. ITALY: A CASE OF TEMPORARY REVERSAL: “In 
Italy, where capitalistic production developed earliest, the 
dissolution of serfdom also took place earlier than 
elsewhere. The serf was emancipated in that country before 
he had acquired any prescriptive right to the soil. His 
emancipation at once transformed him into a free 
proletarian, who, moreover, found his master ready waiting 
for him in the towns, for the most part handed down as 
legacies from the Roman time. When the revolution of the 
World Market, about the end of the 15 th century, 
annihilated Northern Italy’s commercial supremacy, a 
movement in the reverse direction set in. The labourers of 
the towns were driven en masse into the country, and gave 
an impulse, never before seen, to the petite culture , carried 
on in the form of gardening.” 

[Marx, ‘Capital’, Volume I, Chapter XXVI.] 


3. SOME ASPECTS OF LAND SYSTEM IN INDIA 
BEFORE THE COMING OF THE BRITISH 



A. ASSAM: Main features of the Ahom system - 
Insistence on the labour services by the peasant community 
mostly in connection with the defence of kingdom and also 
occasionally with the maintenance of public works. The 
cultivation of rent-free private estate (Khats) of the 
members of the secular and spiritual aristocracy of the 
realm also involved such services, sometimes the unpaid 
labour of slaves (whose number was not, however, large), 
and sometimes the ‘free’ labour, paid monthly in produce. 

The organisation of the labour services had a unique feature 
- the division of entire free population (paika) into groups 
(khels) of from one thousand to five thousand able-bodied 
men, and further sub-division of khel into smaller units 
(gots) composed of three or four paiks. While in times of 
peace only one member of a got thus served the state, in 
times of emergency, like wars, all the male members were 
called up, with women and children looking after the 
cultivation. The state rewarded such services of the paiks 
by allowing each paik family to cultivate free of rent two 
puras (about 2.66 acres) of wet paddy land, and to add to 
their holding by reclaiming waste land, where auch land 
was in plenty and where such reclamation did not affect the 
rent-free quota of other paiks. 

During the last years of Ahom rule, a paik family was 
seldom allowed to hold rent-free more than two puras of 
wet rice land. This ceiling was imposed due partly to the 
growing population and partly to the increasing financial 
needs of the state, occasioned mainly by long confrontation 
with the Mughals. The old practice of an equitable 
distribution of the rent-free rice land among the paik 



families also became extinct by the time of the British 

conquest.Things were far worse where with the growth 

of population and the resultant shrinkage of the ‘surplus 
land’ (ubar mati) paiks found it increasingly difficult to 
supplement their income by reclaiming waste land, and the 
permissible limit of the surplus land which a paik family 
could cultivate tended to be reduced with time. The 
compulsory service did, in fact, sometimes make it 
impossible for paik families, particularly the smaller ones 
to increase their holdings. The struggle for power among 
the highest officers of the realm, a situation which the weak 
monarchs of the time could scarcely cope with, and the 
brief interlude of Burmese rule, had perhaps a greater role 
in worsening the peasant’s lot. Khel began to disintegrate. 
Many paiks eloped from their khel office to escape 
taxation and persecution. 

According to British officers, in 1822 alone the Burmese 
collected a revenue of Rs 4, 74, 940 as against Rs 1, 90,953 
during the Ahom rule - an increase of 134.58%. The 
population sharply declined. According to a report of 1835 
by Pemberton, during five or six decades preceding British 
rule, population declined from twenty-four lakhs to six 
lakhs - a decline of 75%. Slavery, including ‘debt slavery’ 

quickly spread during the period as a consequence.Slave 

population at the end of Ahom rule has been estimated at 
about 9% of the total population. 

The British fiscal system brought about structural changes 
in the old agrarian society of Assam, such as the 
confiscation of the extensive private estates held by the 
high officials of the Ahom government, the abolition of the 



khel system, the consequent abolition of labour-services in 
the context of the development of a professional army and a 
bureaucracy, the increasing substitution of a system of 
payment in cash for the old labour services and the 
increasing emphasis on the collection of revenue by the 
state directly from the cultivators. 

Collection of revenue in 1824-25 - Rs 1,71,820. 

British conquest of Assam - 1826. 

Collection of revenue in 1849-50 - Rs 9,96,355. An 
increase of 480.72%! 

B. MADRAS PRESIDENCY: Decline and disintegration 
of the Vijayanagar Empire in the later part of the 18 th 
century. Erstwhile viceroys of Vijayanagar Empire and 
other chieftains were contending for regional power. 

Tenancy was of different kinds ranging all the way from 
the Kanamdars of Malabar and the Ulcudies of the Tamil 
country, who were owners for all practical purposes since 
they paid the land revenue, found all the agricultural inputs 
and rendered only a nominal rent to the landlord, to certain 
categories of Poracudis whose status was similar to that of 
landless labourer. The majority of agricultural labour were 
serfs attached to the soil, such as Pannaiyal, Muladal, 
Adamai etc. There were also the labourers who came from 
outside the village on agreement for term and who were 
free to leave at the end of the term. The landlords as well as 
tenants (majority) belonged to Brahman and other upper 
castes, while most of the labourers, and in particular the 
serfs belonged to the lowest castes. In practically all the 



villages, the village functionaries including the Taliari, the 
Totti, the leather worker etc. all of whom belonged to the 
lowest caste, held a plot of land as their vritti i.e. as the 
pre-requisite of their profession. Similarly, while most of 
the bigger agriculturists belonged to the Brahman, Vellala, 
Reddy and Kapu families, everyone who contributed to 
the village economy was entitled to some land, i.e. even 
weavers, potters, barbers and other artisans, as well as 
traders. Such was the system of village community in 
general. 

The Ryotwari system of assessment of land revenue was 
introduced since as Bentick observed, it offered the best 
opportunity for a continuous increase in revenue. Of the 
various village functionaries only Karnam and Taliari 
were retained and others, including the Headmen were 
divested of authority and duties. British official opinion 
was not unanimous on this question. Board of Revenue was 
strongly in favour of continuing the village organisation 
and fixing the assessment for the village as a whole. 

Munroe was the chief architect of the Ryotwari system of 
Madras. Ricardian theory of rent that rent was an unearned 
income rendered the landlord’s rent a particularly suitable 
source of tax revenue. The theory of rent was combined 
with Benthamite utilitarianism to support the arrogation 
of property rights by the state. Apparently the greatest 
happiness of the greatest number of Englishmen justified it. 
It was the Benthamite James Mill who was responsible for 
drafting many of the dispatches from England relating to 
the Ryotwari settlement. 



Exorbitant assessments and rigidity of collections resulted 
in heavy dependence on professional money lenders. 
Growth of large groups of landless labour, comprising 
those who lost their lands to the money lender. 

C. BROACH (GUJARAT): The pargana of Broach was 
seized by the British in 1774 after ousting its Nawab on a 
flimsy pretext. It was however handed over to the Scindia 
in 1786 and ceded back in 1803. 

Land in this region was traditionally divided in two 
categories - the first was government land, paying full 
revenue; the other was alienated land which was held on 
the payment of either a nominal quit rent or was entirely 
rent-free. This classification was the prime reason for the 
first survey of the area by Lt Col Monier Williams begun in 
1811, but completed in 1820. It is with government lands 
that the early English officials were primarily concerned. 

Court of Directors to the Governor in Bombay’s decision 
(January 10, 1810): Rent - equal division of the produce of 
the tulput land in cultivation between the government and 
the farmer. (It was demanded in cash). As a security for the 
payment of the government rent, ‘the crop can neither be 
reaped, housed, thrashed out nor sold without the 
permission of the collector or one of his authorised agents.’ 

Division of crops and collection in kind remained the 
operative system till 1837-38 when the begotee rates were 
introduced (Begotee system - cash revenue based on bigha- 
wise measurement). 



The average revenue for ten years preceding the fixation of 
the begotee rates was Rs 15,95,476; for the next ten years, 
it was Rs 18,50,000 showing an increase of 15% (which 
was out of all proportion to that of either population or 
cultivation). 

Cotton was at this time focussing the attention of the 
Manchester textile interests; its lobby was active both in 
London and Bombay, exploring and advocating the 
possibility of growing cotton in India. Alexander Mackay 
deputed by the Manchester and Liverpool Chamber of 
Commerce surveyed Gujarat and Maharashtra for this 
purpose. In 1837-38, the collector of Broach J M Davies 
reported that in one particular village Nudhara the whole 
value of cotton raised on government lands was estimated 
at Rs 3,352 of which Rs 2,603 were set aside for 
government. The number of bighas producing cotton was 
392, thus the yield per bigha was Rs 8.55 of which the 
revenue charged was Rs 6.64 leaving the cultivator Rs 1.91 
only! 

D. NORTH INDIA: REVENUE ADMINISTRATION 
UNDER AKBAR: Babur and Himayun allowed the land 
revenue system of the Sultanate to remain in existence. But 
Akbar overhauled the revenue system - Todar Mai’s 
bandobast (Ain-i-Dahsala of 1580). 

i. All land was surveyed according to a definite system of 
mensuration. 

ii. All cultivable land was classified into four divisions on 
the basis of continuity - polaj, parauti, chachar and 
banjar. 



iii. On the basis of past ten years’ produce the average yield 
per bigha of each kind of land in respect of every crop was 
ascertained separately for every pargana. The state charged 
one-third of the produce. 

iv. The state demand in kind was commuted into cash. For 
this purpose, entire empire was divided into many dasturs, 
each of them having uniform prices for various kinds of 
com. An average of the last ten years’ prices in respect of 
each kind of crop was ascertained separately for each 
dastur. The average was considered as the current price of 
the grain. The state demand from each cultivator was fixed 
on the basis of the above calculation. 

v. The settlement was made direct with the cultivators and 
was therefore ryotwari. The revenue was realised by 
government officers in the parganas who were assisted by 
village patwaris and headmen. 

Shahjehan and Aurangzeb later introduced the system of 
farming out of land to contractors side by side Akbar’s 
ryotwari system. 

E. MAHARASHTRA: REVENUE ADMINISTRATION 
UNDER SHIVAJEE: 

- Measurement of land by a fixed system of mensuration; 

- The area of each village was ascertained in detail and an 
estimate was made of the expected produce of each bigha 
of land; 


- Of the produce, two-fifths were taken by state and the 
remaining left to cultivators; 



- New cultivators were given seed and cattle the value of 
which were recovered by the government in a number of 
instalments; 

- The revenue was accepted in cash or in kind and was 
realised directly by the government officials. 

Shivajee was also against revenue farmers and grant of 
jagirs in lieu of salary to his officials. 

An important source of Shivajee’s income was chauth or 
one-fourth of the standard revenue of the country (which 
belonged to the neighbouring states and was raided by 
Shivajee to lay them under contribution). He used to realise 
the chauth every year. Another was Sardeshmukhi (one- 
tenth of the standard revenue). Vassal states of Shivajee. 

Aurangzeb died in 1707 and his successor in 1712 
(Bahadur Shah). The process of disintegration of the 
Empire set in. In Jahandar Shah’s reign Todar Mai’s land 
revenue system was discontinued. Revenue farming was 
introduced. Government began to contract with revenue 
farmers and middlemen to pay the government a fixed 
amount of money while they were left free to collect 
whatever they could from the peasant. 

F. BENGAL: Taking advantage of the growing weakness 
of the central authority Murshid Quli Khan made Bengal 
virtually independent. During the reign of Nawabs: i. Large 
parts of jagir lands were transformed into Khalisah 
(Crown) lands; ii. system of revenue farming was 
introduced; iii. Agricultural loans (taqavi) were granted; iv. 



birth of upstart revenue farmers in place of older 
zamindars. 

[Source: Various articles published in Indian Historical 
Review and other journals.] 






